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FOREWORD

To introduce Dr. Paul S^eezy’s book to readers on this side of

the Atlantic is a privilege, if only because serious contributions

to the study of the economic theories of Marx by authors who are

well versed both in general economic literature, and in the litera-

ture of Marxism are rare in this country. In academic circles

Marx’s doctrines may have been suspect hitherto and condemned
to«inhabit that furtive ‘underworld* to which Lord Keynes, in a

much-quoted passage, has assigned them. But as a world force

they compel our attention more insistently from year to year.

This book has the virtue of combining an exposition of the

essentials of Marx’s analysis of capitalism in terms of his theory

of value and of surplus-value with an examination of certain

leading features of the twentieth century'world (for example, the

illuminating treatment of certain aspects of monopoly). A
notable quality is that the author does not show an interest in

Marx’s theories simply as an exercise in analysis. While their

logical structure is subject to an unusually careful examination,

it is with their adequacy as models for revealing the historical

processes of capitalist society—its ‘law of motion’—^that he is

chiefly concerned.

To English economists Dr. Sweezy, a Harvard economist, is

mainly known one of the editors of The Review of Economic

Studies and as the author of Monopoly and Competition in the

English Coal Trade, 1550-1850 in the scries of Harvard Economic
Studies. In the present volume students of Marxism will find

of special interest wHkt strikes me as being at once the most

understanding and illuminating interpretation of Marx’s theory

of value* that has appeared in recent times, and his discussion

(and his own solution) of the so-called ‘transformation problem*

(along the lines of Bortkiewiczs critique) will be new to English

students, as to a large extent will also be his review of the con-

tinental discussion about uic ‘realisation’ problem in connection

with economic crises. In the continental literature of Marxist

discussion of crisis-theory since the ’90’s the author is unusually

well-versed/ For the more specialised benefit of economists one

should not omit to mention the interesting short appendix (con-

tributed by f^r. Shigeto Tsuru) in which the reprodMCtion-

schema of Quesnay, of Marx and of Keynes are compared.
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In places Dr. Sweczy’s book will no doubt provoke a good deal

of discussion. A case in point is the emphasis he la^s on the
under-consumption aspect of crises (in contrast to ‘dispropor-

tionality’ and ‘the tendency of the rate of profit to fall’). While
on this point my own view has moved, I think, much nearer to

the one expounded here since eight dr ten years ago, there are

places at which I have myself felt inclined to question the argu-

ment of this book (for example, the characterisation of Fascism
as being in its inception ‘a middle-class movement’, and his

treatment of ‘the Bortkiewicz corollary’.)* Dr. Sweczy, who has
been serving with the American Army on the continent ol

Europe, tells me that there are several passages which, had ’he

the leisure to do so, he would himself re-write to-day. This
applies especially to the final section, where the question is raised

of the ‘coexistence of capitalism and socialism’ which is such a
burning one at the present moment. The bnef discussion of this

matter may appear to some readers, perhaps, as too abstract, and
for those reading it to-day it suffers from having been written

before the United Nations Organisation, and also the concrete

difficulties confronting it, had taken shape. Nevertheless, an issue

which events are daily proving to be a crucial one is here posed
clearly and boldly.

If the book serves to provoke more informed discussion in a
territory where this has previously been lacking, and misinterpre-

tation and vulgarisation have too often reigned instead, it will.

I feel sure, have gone a long way to fulfil the author’s intention

in writing it, and will liave well (ustified Mr. Dennis Dobson’s
enterpri.se in producing an edition for this country. But to say

this is to understate the value of the contribution which this book
makes to economic literature It deserves the w’arm appieciation

of English readers as a cogent and lucid,* and in many ways an
original, exposition of a subject that to so manv has rtniamcd
baffling and obscure: an exposition which i,s the product of a

mind of high quality and distinction, and should* continue to

rank for some time as a standard work in its field.

Cambridge,
Maubujf Dobb

• c.f. a review of the book in Seteme and Society (New York), Summer.
Perhaps I should add that further reflection has caused me to"

doubt whether the comments made in this review abotit the book’s
treatment of ‘the Bortkiewicz corollary’ wfrc entirely justified. It is a
very special point; but it clearly deserves further discussion in the light
of Dr. tiweezy's fresh and stimulating analysis of the problem.
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Thlre exists in English no reasonably comprehensive analytical

study of Marxian Political I cononiy. This book is intended to

fill the gap. It is, ho\\c\cr, neither complete nor exhaustive, many
ii^iportant topics have been altogether omitted, and others have

been passed over with no more than a brief reference. Never-

theless, I hope It will contribute to a better understanding of an

important body of social thought which m the past has too often

suffered from ignorant and superficial treatment. 1 have not tried

to gloss over difficulties, but neither have I gone out of my w ay

to dwell upon complex theoretical problems unless they seemed

to be directly related to the task m hand.

Throughout the b#ok I have quoted frequcntl> and extensively

from the works of Marx and his followers. This un<]iicstionablv

makes for an awkward style of presentation, but it has seemed

unavoidable. It is not possible to take for granted an acquaintance

with the literature ot Marxism, much of the most important

work, evxn of Marx himself, has never been translated into fng-
hsh, while man^ relevant books and periodicals arc available only

in the larger libraries. Moreover, interpretations of Marxian

theories have differed vidclv, and I am anxious that my- own
interpretations, howe'j^r much some readers may disagree with

them, shall at any rate not give the impression of being made

up out Ot whole cloth Quotations from Capital are taken from

the three-volume edition published by Charles Kerr & Co of

Chicago I have felt free to simplify the punctuation in the pas-

sages quoted, and m se^ e^al cases, all of jwhich are recorded m
the footnotes, I hav e altered the translation itself to convey mure
accurately the meaning of the German original.

Besides paescnting and analyzing the views of other writers I

have also attempted to solve certain theoretical problems which

have long been the subject of controversy, and to bring within

the framewoik of Marxian theory a variety of issues w'hich it

Ml
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seems to me have hitherto received inadequate analysis. In the

latter connection the reader’s attention is particularly directed

to Chapter x (Realization Crises), Chapter xii (Ch^:onic Depres-
sion?), Chapter xiv (The Development of Monopoly Capital),

Chapter xv (Monopoly and the Laws of Motion of Capitalism),

and Chapter xviii (Fascism). The arfangement of the subject

matter follows a definite pattern, starting from the most abstract

problem of Political Economy—the theory of value—and pro-

ceeding by successive stages to the pressing problems of present-

day world society.

Many friends and colleagues have been kind enough to read

all or parts of the manuscript in various stages of completion and
to offer valuable criticisms and suggestions. Among them I should

like particularly to mention Drs, Erich Roll, Lewis Feuer, Franz

Neumann, Alan R. Sweezy, Robert K. Merton, Svend Laursen,

Stanley Moore, and Mr. Paul Baran. Tlic criticisms of my wife,

Maxine Yaple Sweezy, have been especially helpful, though she

can legitimately complain that thev have not always been ac-

cepted. My greatest debt is to Dr. Shigeto Tsuru, with whom I

have had the good fortune to have many discussions over a period

of years not only on the topics covered in this book but also on

a wide range of related subjects. Dr. Tsuru has read the entire

manuscript and has helped me in innumerable ways to improve

both form and content. It is a great pleasure for me to be able

to include an Appendix bv him explaining and comparing the

reproduction schemes of Quesnay, Marx, and Keynes. This Ap-

pendix should, I think, be of great interest to economists.

Needless to say, none of the above-naiyed persons is in any

way responsible for the views which I have expressed or for

analytical errors which may remain

I have included as a second Appendix a translation of several

pages from Rudolf Hilferdmg’s book Das Finanzkapital (first

published in 1910) under the title ‘The Ideology of Imperialism.’

The idea is widespread in English-speaking countries that Marx-

ism failed to understand and foresee the ideological trends which

have reached their climax in the present-day fascist ^tcs. Even

a brief excerpt from this well-known w^ork of the period before

the First World War should do much to dispel this groundless

impression.
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With regard to footnotes, the following practice has been .

adopted: those containing references and nothuig more are rele-

gated to the,back of the book; all others appear at the bottom

of the page.

Acknowledgments are gratefully made to the following pub-

lishers for permission to ^uote as follows;

Charles Kerr & Co., Chicago, from Karl Marx, Capital, 3 Vols.,

from Karl Marx, A Contribution to the Critique of Political

Economy; and from Louis B. Boudin, The Theoretical Sys-

tem of Karl Marx
Macmillan and Company, New York, from Lionel Robbins, The

Nature and Significance of Economic Science; and from

Joan Robinson, The Economics of Imperfect Competition.

McGraw-Hill Book Co., New York, from J. A. Schumpeter.

Business Cycles, Vol. I.

Methuen & Co., Ltd., London, from Adam Smith, An Inquiry

into the Nature and Causes of the Wealth of Nations, Vol, I.

International Publishers, New York, from Karl Marx, The Class

Struggles m France, from Karl Marx and Friedrich Engels,

Correspondence, 1 846-9 a Selection ivtth Commentary and

Notes; from V. I Lenin, Imperialism; from V. I. Lenin,

Left-Wing Communism: an Infantile Disorder; from Joseph

Stalin, Leninism; and from Maurice Dobb, Political Econ-

omy 'and Capitalism

Pul M. Sweezy

Dunster House,

Cambridge, Mass.



PREFACE TO 1962 PRINTING

My 6rst inclination was to prepare a revised and expanded

second edition, but on more mature consideration I decided against

it. Not that the book lacks faults and deficiencies—far from it. But

it seemed to me that a serious attempt to remedy the bigger ones

would go beyond the scope of an introduction and might badly

impair the value of the book for the purpose for which it was first

intended. Since, to my knowiedge, no comparable text has been

published in English in the intervening period, I concluded that

The Theory of Capitalist Developtnent in its original form still

has a useful function to perform.

For the rest, I confess to a certain prejudice against too much
alteration of a book once published. The late Professor Schumpe-

ter, to whom this book indirectly owes a great deal, including its

title, aptly wrote in the preface to the English translation of his

Theory of Econoimc Developinent: “Books, like children, become

independent beings w hen once they leave the parents’ home. They
lead their own lives, w hilc the authors lead their ow n also. It will

not do to interfere w ith those w ho become strangers to the house.”

1 am content to follow his advice (and example) and to leave this

w ork as it came intc the w orld.

Paul M. Sw'eezy

Cambridge, Mass.

x
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Il^TRODUCTION

Society is more than a number of individuals. It is a number of

individuals among whom certain definite and more or less stable

relations exist. The form of society is determined by the charac-

ter and form of these relations. The social sciences comprise all

tliosc branches of knowledge which have as their aim the study

and understanding of these relations and their changes in the

course of time.

All this, it will be said, is obvious to the point of banality.

And so it is. But it is as well to remember that the most obvious

things are frequently the most important. Those who neglect

the obvious do so at their own peril. Let us take the modem
science of econoniios as a case in point.

Economics, by common consent, is a social science; one has

only to consult a university catalogue to convince oneself. Its

subject matter is drawn from the field of the production and

distribution of the goods and services which people need and

want. From these tvro premises it would seem to be a legitimate

conclusion that economics studies the social (inicr-pcrsonal) re-

lations of production and distribution. What these relations are,

how they change, and their place in the totality of social rela-

tions would seem lo 1^ the indicated subjects of inquiry.

But do economists see matters in this way- Ect us glance

briefly tt the work of Professor Lionel Robbins, The Nature

and Sigfiificance of Eco7io77iic ScUnice (1st cd., 1912), for en-

lightenment. Professor Robbins’s book is not chosen as an ex-

treme example, but merely as a convenient summary of views

which are widely held an*ong modern economists. Docs Profes-

sor Robbins' regard economics as a social science in the sense that

it deals primarily with relations between people?

‘The definition of Economics which would probably com-

mand most adherents ... is that which relates it to th<; study

of the causes ' material welfare,’ he tells us (p. 4). This, surely,

J
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> is not a veiy promising definition, since it suggests all kinds of

natural .and applied sciences which the economist could scarcely

be expected to master. We may, therefore, be thankful that Pro-

fessor Robbins decides to reject this approach. In order to get at

the essence of the matter, he next proceeds to consider ‘the case

of isolated man dividing his time between the production of real

income and the enjoyment of leisure.’ (p. 12) Here is our good

friend Robinson Crusoe, and Professor Robbins finds his be-

havior very instructive. Without returning to the mainland, Pro-

fessor Robbins works out a definition of economics: ‘Economics

is the science which studies human behaviour as a relationship

between ends and scarce means which have alternative uses.’

(p- 15)

This does not look very much Pke the definition of a science

of social relations. It purports to be rather a definition of a

science of human behavior in general. We are not, therefore,

surprised to find that this science produces results which are

generally relevant to all forms of society, that is to say, under

the most different conditions as regards tlie kind of relations

existing between the members of society. ‘ Ehe generalisations of

the Theory of Value,’ according to Professor Robbins, ‘are as

applicable to the behaviour of isolated man or the executive

authority of a communist society, as to the behaviour of man in

an exchange economy.’ (p. 19) The same thing, no doubt, could

be said of the generalizations of physiology. Professor Robbins

hardly goes so far as to affirm that economics is not a social

science, but he has an evident distaste for the view that it is. If

one took the point of view of the classicrl economists, he says,

‘It was possible to regard the subject-matter of Economics as

something social and collective.’ With the more recede appre-

ciation of the importance of individual choice, however, ‘this

approach becomes less and less convenient.’ (p. 69) Further-

more, he tells us that instead of studying the aggregate output

of society and its division—that is to say, the result of the social

relationships of production—‘we regard [the economic system]

as a series of interdependent but conceptually discijete relation-

ships between men and economc gqods' *
(p. 69) In other

words, the economic system is not considered orimarily in terms

* Italics added
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of relations between men and men (social relations) but in terms

of relations between men and things.

It would hje a mistake to conclude that the modem economist

does not concern himself at all with the social relations of pro-

duction. On the contrary, he is continually engaged in researches

which have an obviously ^social character. He will perhaps point

to these researches as proof that charges brought against him on
this score are unfounded. But this misses the essential point

which we are trying to make. It is, of course, perfectly true

that in applying or using the conceptual apparatus of economic

theory, social relations are inevitably encountered and must be

brought into the discussion. The point we are concerned to

emphasize is that this conceptual apparatus is intended to be so

constructed as to transcend any particular set of social relations.

Consequently the latter enter the picture only incidentally, as

it were, and at the level of application. \ye say incidentally be-

cause they need not enter at all. The fact that economic theory

IS supposed to be equally applicable to Robinson Crusoe and to

various types of social economy proves this. To put the matter

otherwise, economic theorizing is primarily a process of con-

structing and interrelating concepts from which all specifically

social content has been drained off. In actual application the

social clement may be (and usually is, since Robinson Crusoe

is mostly serviceable and interesting in the preliminary stages

of theorizing) introduced by way of ad hoc assumptions speci-

fying the field of application.

Let us attempt to make our meaning clear by examining the

panicular concept ‘wJges,’ which plays a role in all modem
economic theories. The term is taken from everyday language

in whiclT it signifies the sums of money paid at short intervals

by an employer to hired workmen. Economic theory, however,

has emptied out this social content and has redefined the word

to mean the product, whether expressed value or in physical

terms, which is imputable to human activity engaged in a pro-

ductive process in general. Thus Robinson Crusoe, the self-

employed artisan, and the small peasant proprietor as well as the

factory laborer all earn wages in this sense, though in common
parlance, of course, only the last-named is properly to be re-

garded as the recipient of wages. In other words, ‘wages’ be-
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comes a universal category of economic life (the struggle to

overcome scarcity) instead of a category relevant to a particular

historical form of society.

In investigating the present economic system, economists intro-

duce either explicitly or by implication such institutional and

social assumptions as are necessary in order that wages take the

form of money payments by employers to hired workmen.
What lies behind this form, however, is derived from the pro-

ductivity theorems, which in themselves are entirely empty of

social content. From this point it is an easy and natural step to

treat wages as ‘really’ or ‘in essence’ the marginal productivity

of labor and to regard the relation between employer and

worker as expressed in the actual wage payment as incidental

and in itself of no particular significance. Thus Professor Rob-

bins states that ‘the exchange relationship [in this case between

employer and workerl is a technical incident . . . subsidiary to

the mam fact of scarcity.’ (p. 19)

Nor is this the end of the matter. Once the point of view

just set forth ha^ been adopted, it is extraorcfinarity difficult, even

for the most cautious, to avoid slipping into the habit of regard-

ing the productivity ‘wage’ as in some sense the right wage, that

is to say the income which the worker would receive under a

fair and just economic order. We do not refer to the justifica-

tions of the present economic system which the older economists

were in the habit of putting forward m terms of the productivity

theory. They were too blatant and obvious and have long since*

gone out of fashion. We are referring to a much more subtle

use of the productivity theory as a stanfiard of desirability by

critics of the status quo. Both Professor Pigou and Mrs. Robin-

son, for example, hold that the worker is exploited if he receives

as wages less than the value of the marginal physical product

of his labor.^ Thus the present economic system is by implica-

tion criticized to the extent that it falls short of conformity with

a model constructed from concepts which are altogether lacking

in social content. Something which bears a striking resemblance

to the eighteenth-century natural-law manner of judging society

is thus smuggled through the back dbor by those who would

carefully avoid bringing it openly into the front hall.

It would be possible to make a like analysis and to come to
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broadly similar results if we were to examine such other central

concepts of economic theory as rent, interest, profits, capital,

ct cetera. Bi|t the point is probably sufficiently clear by now.

In each case the concepts are borrowed from everyday language,

the social content is drained off, and the resulting universal cate-

gories are applied indifferently to all kinds of economic systems.

These systems are then judged to differ from one another largely

in unessential matters of form, as far as the economist is con-

cerned. And it may even be, as we have seen, that they arc

evaluated not in social terms, but by reference to abstract models

which are felt to be of prior logical importance.

It seems obvious that in this way the economist avoids a sys-

tematic exploration of those social relations which are so um-
versally regarded as having a relevance to economic problems

that they are deeply imbedded m the everyday speech of the

business world. And it is even more obvious that the basic point

of view which modern economics has adopted unfits it for the

larger task of throwipg light on the role of the economic clement

in the complex totality of relations between man and man which

make up what we call society.

It seems reasonable to suppose that the state of affairs which

has been briefly sketched in the foregoing paragraphs has more

than a little to do with what may fairly be described as a wide-

spread feeling of dissatisfaction with economists and their works.

,This being the case, it might appear that the most fruitful pro-

cedure uould be to launch upon a detailed investigation of the

central tenets and beliefs of modern economics from the point

of view of its shortcomings as a tiuly social science of human

relations.* Critical analysis of this kind, however, is at best a

thankless task, and it is commonly open to the justifiable charge

of failure to offer anything const luctive in place of what it re-

jects. We have, therefore, decided to abandon the terrain of

received doctrine, having convinced ourselves that there is

reason to be restless there, and to explore another approach to

the study otcconomic problems, namely, that which is associated

with the name of Karl Marx.

In what follows, consequently, we shall be concerned verv

largely with >larxian economics. 'I'his should not be taken to
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imply that there is any intention of revealing Svhat Marx really

meant.’ On diis score we make the simplifying, though perhaps

not obvious, assumption that he meant what he saicj, and we set

ourselves the more modest task of discovering what, if anything,

can be learned from Marx.



PART ONE

VALUE AND SURPLUS VALUE





I

MARX’S METHOD

Discussions of methodology in economics, as in other fields, arc

likely to be tiresome and unrewarding. Nevertheless, to avoid

the problem altogether is to risk serious misunderstanding. In

this chapter, therefore, we shall attempt as briefly as possible

to set forth the chief elements in Marx’s approach to economics.

This is the more important in Marx’s case since many of his

original and significant contributions are precisely of a methodo-

logical character. Lukacs, one of the most penetrating of con-

temporary Marxists, has even gone so far as to assert that ‘ortho-

doxy in questions of Marxism relates exclusively to method.’ ^

1. The Use of Abstraction

From a formal point of view Marx’s economic methodology

may appear strikingly similar to that of his classical predecessors

and his neo-classical successors. He was a strong adherent of the

abstract-deductisc method which w^as such a marked character-

istic of the Ricardian school. ‘In the analysis of economic forms,*

he wrote in the Prefact to Capitaly ‘neither microscopes nor

chemical reagents are^f use. The force of abstraction must re-

place both.’ Moreover, Marx believed in and practiced what

modern ^theorists have called the method of ‘successive approxi-

mations,’ which consists in moving from the more abstract to

the more concrete in a step-by-stc:p fashion, removing simplify-

ing assumptions at successive stages of tfcc investigation so that

theory may take account of and explain an ever wider range of

actual phenomena.

When \vc inquire further, however, we find striking differ-

ences between Marx and•the representatives of the classical and

neo-classical tradition. The principle of abstraction is itself

powerless to )ield knowledge; the difficult questions concerri



12 MARX'S METHOD

the manner of its application. In other words, one must some-

how decide what to abstract from and what not to abstract from.

Here at least two issues arise. First, what problem ms being in-

vestigated? And, second, what are the essential elements of the

problem? If we have the answer to jhese questions, we shall

surely know what we cannot abstract from, and, within tliesc

limits, we shall be able to frame our assumptions according to

criteria of convenience and simplicity. Now, we need go no

further than the first question to convince ourselves that econo-

mists have not always been in agreement on their objectives.

The problems which several well-known economists have set

themselves for investigation may be cited: ‘the nature and causes

of the wealth of nations’ (Adam Smith); ‘the laws which regu-

late the distribution of the produce of the earth’ (Ricardo);

‘man’s actions in the ordinary business of life’ (Marshall); ‘price

and its causes and its corollaries’ (Davenport); ‘human behaviour

as a relationship between ends and scarce means which have

alternative uses’ (Robbins). No doubt there* is overlapping here,

but it is doubtful if any two could be regarded as identical.

From this it follows that no two investigators will handle their

materials—including the manner in which they apply the w eapon

of abstraction—in exactly the same way. One may abstract from

a difference w^hich another is trying to explain, yet each may
be justified from the point of view of the problem which he is

studying. This must be particularly kept in mind by the student

of Marx, since his objective- ‘to lay bare the economic law of

motion of modern society’"—is radically ^liffercnt from that of

non-Marxian schools of thought.

Even after the investigator’s task has l-ecn determined, how-

ever, there is still no sovereign formula to guide his footsteps.

As Hegel very correctly remarked in the Introduction to his

Philosophy of History- in the ‘procesb of scientific understand-

ing, it is of importance that the essential should be distinguished

and brought into relief in contrast with the so-called non-essen-

tial. Bui in order to render this possible wc must know what is

essential . .
.’ ® To bring the essential* into relief and ro make

possible its analysis: that is the specific task of abstraction. But

where to start? How to distinguish the essential from the non-



THE USE OF ABSTRACTION 1

3

essential? Methodology can pose these questions, but unfortu-

nately it cannot provide ready-made answers. If it coifld, the

‘process of scientihe understanding’ would be a far more routine

matter than it actually is. In practice, it is necessary to formulate

hypotheses about what js essential, to work these hypotheses

through, and to check the conclusions against the data of experi-

ence. If we are to understand the achievement of a particrilar

scientist we must, therefore, try to identify his key hypotheses

and to see, if possible, where he gets them from and how he de-

velops their implications. It need hardly be pointed out that this

is not always an easy matter, but in the case of Marx we know^

enough about his intellectual development to make the attempt.

As a student at the university, IVIarx concentrated in juris-

prudence and philosophy and planned to enter upon an academic

career. His ‘radical’ leanings—though at the time he was not even

a socialist—prevented his getting a teaching position, and in 1842

he accepted the editorship of the newly founded Rheinische

Zeitun^, In this capacity he came into contact for the first time

w'ith actual social problems and also w^ith new' social ideas, par-

ticularly the socialist and communist ideas w'hich were emanat-

ing from France in such quantities in the 18^0s and 1840s. In a

controversy \''ith the Atfgsbmgcr Zcitiffig, Marx was somewhat

discomfited to discover that he did nor know w hat to think of

socialism; he therefore resolved at the tir*t opportunity to give

the subject the serious studv which he was convinced it merited.

The opportunity was nor long in coming; in a few' months the

Rhe'miseke Zciiimg wgs slmr down bv the authorities, and Marx

found liimsclf a free agent. He immediately plunged into an

intensive® studv of socialism and communism, of French history,

and ol Fnglish political economy. It was during the next few'^

years, spent mostly in Paris and D»’ussels, that he broke w ith his

philosophic past and acbVvcd the mature point of vicw^ from

which he was to write hi^ later economic works. In short, his

approach to economics was shaped and determined long before

he decided lo make the study of economics his primary concern.

Wc ha\'c in the justly famous Preface to The Critique of

Political Econoviy a statement by iMarx concerning hi^ intel-

lectual dcvclOj.‘inent during these crucial years. Though many
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readers will be familiar with this preface, it may perhaps not

be amiss to reproduce a portion of it here. (Tlie italics are

added.)

I was led by my studies [he wrote] to the conclusion that legal

relations as well as forms of state could neither be understood

by themselves, nor explained by the so-called general progress

of the human mind, but that they are rooted in the material

conditions of life which are summed up by Hegel after rhe

fashion of the English and French of the eighteenth century

under the name ‘civil society’; the anatomy of that civil society

is to be sought in political economy. The study of the latter

which I had taken up in Paris, I continued at Brussels . ,
'. The

general conclusion at which I arrived and which, once reached,

continued to serve as the leading thread in my studies, may be

briefly summed up as follows: In the social production which

men carry on they enter into definite relations that are inde-

pendent of their will; these relations of production correspond

to a deflnite stage of development of their material powers of

production. The sum total of these relations of production con-

stitutes the economic structure of society—the real foundation on

which rise legal and political superstructures and to which corre-

spond definite forms of social consciousness. The mode of pro-

duction in material hfe determines the general character of the

social, political, and spiritual processes of life. It is not the con-

sciousness of men that determines their existence, but, on the

contrary, their social existence determines their consciousness.

At a certain stage of their development, the material forces of

production m society come in conflict with the existing relations

of production, or—what is but a legal espression for the same

thing—with the property relations within which they had been

at work before. From forms of development of the forces of

production these relations turn into their fetters. Then comes
the period of social revolution. With the change of the economic
foundation the entire immense superstructure is more or less

rapidly transformed. '

It is apparent from this that Marx’s primary interest was
society as a whole, and, more especially, the process of social

change. Political Economy—the ‘anatomy’ of society—is signifi-

cant not primarily for its own sake but because it is in this sphere

that the impetus to social change is to be found. It must be
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emphasized, because the contrary has so often been asserted,

that Marx was not trying to reduce everything to economic

terms. He rather attempting to uncover the true interrela-

tion between the economic and the non-economic factors in the

totality of social existence.

Once having reached ^;he conclusion that the key to social

change is to be found in movements of the mode of production,

Marx was in effect committed to an exhaustive study of political

economy from the standpoint of the laws governing changes in

the mode of production. ‘To lay bare the economic law of mo-
tfen of modern society’ now became the scientific goal to which

he devoted most of the remainder of his life.

How, given this objective, could one recognize the es* itial

aspects of the problem? Marx retained, because they seemed to

stand up under searching studies into the actuality of historical

development, those elements of Hegel’s Thought which empha-

sized process and development through the conflict of opposed

or contradictory forces. Unlike Hegel, however, he traced de-

cisive historical conllicts to roots in the mode of production;

that is, he discovered them to be what he called class conflicts.

Thus the Covwmnist Manifesto (1847), after an introductory

note, begins: ‘The history of all hitherto existing society is the

history of class struggles.’ The economic forces at work mani-

fest themselves in class conflicts under capitalism as under earlier

forms of societ} . It follows that the essential economic relations

are those Mhich underlie and express themselves in the form

of class conflict. These are the essential elements which must be

isolated and analysed trough the method of abstraction.

Even this hypothesis, however, could lead to divergent pro-

cedures.*The classical economists were also vciy much inter-

ested in the economic roots of class conflicts—in a sense this is

exactly what ‘the distribution of the produce of the earth’ meant

to Ricardo—but the social antagonism w^ich occupied most of

their attention, both intellectual and emotional, was the conflict

between industrial capitalists and landlords. Consequently they

placed great, sometimes predominant, emphasis on land and the

income derived from the*ownership of land. Indeed, without a

knowledge of ‘the true doctrine of rent,’ Ricardo asserted, ‘it is

impossible to understand the effect of the progress of wealth on
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profits and wages, or to trace satisfactorily the influence of taxa-

tion oo diiferent classes of the cominunity . . * Marx recog-

nized the tendency to lay primary emphasis on land and rent,

but he regarded it as misguided. ‘Nothing seems more natural,"

he wrote, ‘than ro start with rent, with landed property, since it

is bound up with land, the source rtf all production and all

existence, and with the first form of production in all more or

less settled communities, viz., agriculture.’ ® Nevertheless, he

added at once, ‘nothing could be more erroneous.’ His reason

for adopting this attitude is the key to his subsequent procedure.

In capitalist society, •

agriculture comes to be more and more merely a branch of

industry and is completely dominated by capital . . . Capital is

the all-dtmiinatiiig po'wer of bourgeois society. It must form the

starting point as well as the end and be developed before land

ownership is . . .

It would thus be impractical and wrong to arrange the eco-

nomic categories in the order in which they were the determin-

ing factors in the course of history, I'heir •older mf sequence is

rather determined by the relation which they bear to each other

in modern bourgeois society, and which is the exact opposite

of w^hat seems to be their natural order or the order of their

historical development. What we are interested in is not the

place which economic relations occupy in the historical succes-

sion of different forms of society . . . We are interested in their

organic connection within modern bourgeois society.*’

The italicized sentence is particularly important. Thar ‘capital

is the all-dominating econ<»rnic power ^of bourgeois society'

meant ro Marx, as it would have meant to one of the classical

economists, that the primary economic relation is that«betwecn

capitalists and workers. As he expressed the point in another

place, ‘The relation betwen wage labor and capital determines

the entire character of the mode of production.’ ^ Fven before

he began his researches for the Critique and for Capital^ he had

expressed the same judgment in the Manifesto: ‘Society as a

whole is more and more splitting up into two great hostile

camps, into two great classes facing each other—bourgeoisie and

proletariat-’ This relation must form the center of investigation;

the power of abstraction must be employed to isolate it, to re-
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duce it to its purest form, to enable it to be subjected to tnc

most painstaking analysis, free of all unrelated disturbanc.es.

The adoption of this position requires a procedure involving

at least two fairly distinct $tcps.

First, all social relations except that between capital and labor

must be provisionally asslimed away, to be reintroduced, one at

a time, only at a later stage of the analysis.

Second, the capital-labor relation itself must be reduced to its

most significant form or forms. This is not a quantitative ques-

tion; it docs not mean that the most frequent, or modal, forms of

tUe relation must be selected for analysis. Significance, in this

context, is a question of the structural characteristics and tend-

encies of the whole society. Marx, as is well known, selected the

forms of capital-labor relation which arise in the sphere of indus-

trial production as the most significant for modern capitalist

society. Capitalists and workers are alike reduced to certain

standard types, from which all characteristics irrelevant to the

relation under examination are removed, individuals are dealt

with,’ he wrote in the Preface to Capital^ ‘only in so far as they

are the personifications of economic categories, embodiments of

particular class relations and class interests.’

What is the nature of this capital-labor relation? In foriii it

IS an exchange relation. The capitalist buys labor power from

the worker; the worker receives money from the capitalist with

which he acquires the necessaries of life. As an exchanije rela-

tion, it IS clearly a special case of a large class of such relations

which have a common form and structure. It is evident, there-

fore, that the study ofehr capital-labor relation must begin with

an analysis of the general phenomenon of exchange.

In this*w’ay we arrive at the actual starting point of zMarx’s

Political Economy. Part i of the first volume of Capital, which

summarizes the earlier Critique of Political Economy, is entitled

‘Commodities.’ Whatever is customarily intended for exchange

rather than for direct use is a commodity; the analysis of com-

modities, therefore, involves the analysis of the exchange rela-

tion and it% quantitative aspect (exchange value); it includes,

moreover, an analysis of pioney. As w'e shall see later on, some

of Marx’s most interesting results arise out of the treatment of

commodities.
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Having laia die necessary foundation with the analysis of

commodities, Marx proceeds to his main task. Almost the entire

renumder of the first volume of Capital is devoted to the capital-

labor relation in its ^isolated’ and ^purified’ forms. In other words,

Volume I begins and remains on a high level of abstraction.

It is difficult for those unacquainted with Marx’s method to

believe that this statement can be meant seriously. They point

to the wealth of factual and historical material which is such

an outstanding feature of Volume i. Does this not mean that

Marx was, in fact, just the reverse of abstract? This reasoning

misses the point. The legitimate purpose of abstraction in social

science is never to get away from the real world but rather

to isolate certain aspects of the real world for intensive investi-

gation. When, therefore, we say that we are operating on a

high level of ab.straction we mean that we are dealing with a

relatively small number of aspects of reality; we emphatically do

not mean that those aspects with which we are dealing are nor

capable of historical investigation and factual illustration. A
cursory check-up is sufficient to indicate rhat (he great bulk of

the factual material introduced by Marx in Volume i relates

directly to the capital-labor relation and is of an illustrative or

historical character. It constitutes, therefore, a confirmation

rather than a contradiction of the statement that Volume i

begins and remains on a high level of abstraction.

The establishment of this fact allows us to draw an important

corollary, namely, that the results achieved in Volume i have a

provisional character. In many cases, though not necessarily in

all, they undergo a more or less extensive modihcation on a

lower level of abstraction, that is to say, when more aspects

of reality arc taken into account.* It follows that the tendencies

or laws enunciated in Volume i arc not to be interpreted as direct

predictions about the future. Their validity is relative to the

level of abstraction or which they are derived and to the extent

of the modifications which they must undergo when the analysis

is brought to a more concrete level. Recognition of this fact

would have saved a great deal of sterile controver^. As an ex-
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ample we may cite the famous ‘law of the increasing misery of

the proletariat,’ which Marx called ‘the absolute general law of

capitalist accqmulation.’ * Anti-Marxists have always maintained

the falsity of this law and have deduced from this the incorrect-

ness of Marx’s analysis of capitalism.* Some Marxists, on the

other hand, have been equally concerned to demonstrate the

truth of the law,t and so a controversy producing much heat

and little light has raged for more than a half century. Both sides

are guilty of the same misunderstanding of Marx’s method. The
law in question is derived on a high level of abstraction; the term

‘abtolute’ used in describing it is used in the Hegelian sense of

‘abstract’; it constitutes in no sense a concrete prediction about

the future. Moreover, in this particular case, Marx says as much

in perfectly clear language, so that misinterpretation seems pe-

culiarly difficult to condone. Having stated the law, he immedi-

ately adds, ‘Like all other laws it is modified in its working by

many circumstances, the analysis of which does not concern us

here.’ It would be impossible to have a plainer warning not to

interpret the law as a concrete prediction. A proper regard to

problems of method would have rendered this misunderstanding,

along with many others, unnecessary.

We need not discuss the whole plan of Capital. For present

purposes, it is only necessary to point out that the intent of

Volumes ii and in was to take into account factors which were

consciously left oat of Volume i, that is to say, to bring the

analysis to progressively lower levels of abstraction. At the same

time, and in a sense paravioxically. Volumes a and m contain'

relatively less factual nllte>ial than Volume i. This is accounted

for by their unfinished state. In compiling Volumes ii and iii

from Marx’s manuscripts, Engels found a great deal of illustrative

material, but it was ‘barely arranged, much less worked out.’*

Volume I, on the other hand, Marx prepared for the press him-

self, so that he was able tn integrate his (actual and theoretical

materials in a way which Engels could not possibly have accom-

* Groasmann cites a large number of exanmles. Das Akkumulmms- vnd
Ztamsssssenbruibsgesetz des kapitalistiscben System, pp. 2) if.
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plished for the later volumes without going far beyond the func-

tions of an editor, a course which he wisely declined to pursue.

We have discussed Marx’s use of abstraction ia general terms

and do not propose at this stage to enter into particular cases.

It is well to note, however, that a great many criticisms of Marx’s

economics are, consciously or unconsciously, based upon a re-

jection of the assumptions with which he works. Our discussion

should help to establish criteria L>y which to judge the validity

of these criticisms. In each case, the following three questions

should be asked about the simplifying assumptions (or abstrac-

tions) which give rise to criticism: (1) arc they framed wifh a

proper regard for the problem under investigation? (2) do they

eliminate the non-essential elements of the problem? ( ^ ) do they

stop short of eliminating the essential elements? If all three of

these questions can be answered in the affirmative, we may say

that the principle of appropriate abstraction has been observed.

This principle is of great assistance in testing the relev'ance and

validity of a considerable range of Marx criticism.

2. The Historical Character or Marx’s Thought

Marx’s method, says Lukacs, ‘is in its innermost essence histori-

cal.’ This is certainly correct, and no discussion of the problem

which fails to emphasize it can be regarded as satisfactory.*

For Marx, social reality is not so much a specified set of rela-

tions, still less a conglomeration of things. It is rather the process

of change inherent in a specified set of relations. In other words,

social reality is the historical process, a process which, in princi-

ple, knows no finality and no stopping places,t Soci|il systems,

like individuals, go through a life cycle and pass from the scene

when ‘from forms of development of the forces of production’

they ‘turn into their fetters.’ The process of social change, how-
ever, is not purely mechanical; it is rather the product of human

* One of the best discussions in English of this aspect of Marx's thought,
and, indeed, of all the problems treated in this chapter, will be found in

Karl Korsch, Karl Marx ^

t ‘There is a continual movement of growth in productive forces, of

destruction in social relations, of fonnation in ideas; the only immutable
thine is the abstraction of

of philosophy

t

p. 93
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action, but action which is definitely limited by the kind of

society in 'which it has its roots. ‘Men make their own history,'

Marx wrote, Ihut they do not make it just as they please; they

do not make it under circumstances chosen by themselves, but

under circumstances directly found, given and transmitted from

the past.’ Society both is changing and, within limits, can be

changed.

Consistent adherence to this position leads to a consistently

historical approach to social science. Moreover—and this is but

another aspect of the same thing—it leads to a critical approach

to*every form of society, including the present. The importance

of this point is difficult to overstress. It is a characteristic feature

of non-Marxian thought that it can comprehend the transitory

character of all earlier social orders, while this same critical

faculty fails when it is a question of the capitalist system itself.

This IS, no doubt, true to a certain extent df all historical epochs,

but, as we shall see later on, there are special reasons w^hy it

applies with peculiar ^orce to our own.* For the t>'pical modem
thinker, as Marx expressed it, 'there has been history, but there

is no longer an\ Lukacs' remark in this connection is striking:

1‘his un- and anti-historical core of bourgeois thought appears

in its most glaring form when we consider the problem of the

present as a historical problem . . . The complete incapacity of

all bourgeois thipVers and historians to comprehend world-his-

torical events of the present as world history must remain an

unpleasant memory to all level-headed people since the world
war and the world revolui.on.*®

•

Nothing that has happened since 1922 could lead one to alter

this judgu^ent, rather the contrar)\ Marxists, on the other hand,

consistently interpret contemporary events in a w'orld-historical

context. The difference is obviously not a question of intelli-

gence; it is a question of method and approach.

Most people take capitalism for granted^ just as they take the

solar system for granted. The eventual passing of capitalism,

w^hich is often conceded nowadays, is thought of in much the

same way as the eventual pooling of the sun, that is to say, its

relevance to contemporarj’^ events is denied. From this point

* See below, pp. 34-40.
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of view one can understand and criticize what happens within

the framework of the system; one can neither understand nor

evaluate what happens to the system itself. The letter fact not

infrequently takes the form of a simple denial that one can

meaningfully talk about social systems. Great historical events,

however, generally concern whole social systems. The result is

that to the typical modem mind they assume a catastrophic char*

acter, with all that this implies in the way of emotional shock

and intellectual confusion.

To the Marxist, on the other hand, the specific historical (i.e.

transitory) character of capitalism is a major premise. It is ’ey

virtue of this fact that the Marxist is able, so to speak, to stand

outside the system and criticize it as a whole. Moreover, since

human action is itself responsible for the changes which the

system is undergoing and will undergo, a critical attitude is not

only intellectually possible, it is also morally significant—as, for

example, a critical attitude toward the solar system, whatever

its shortcomings, would not be—and, last but n^t least, practi*

cally important.
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THE QUALITATIVE-VALUE PROBLEM

1. Introductiox

The first chapter of Capital is entitled ‘Commodities.’ It has

already been pointed out that a commodity is anything chat is

produced for excliange rather than for the use of the producer;

the study of commodities is therefore the study of the economic

relation of exchange. Marx begins by analysing ‘simple com-

modity production/ that is to say a society in which each pro-

ducer owns his own means of production and satisfies his mani-

fold needs by exchsjpge with other similarly situated producers.

Here w'e have the problem of exchange in its clearest and most

elementary form.

In starting from simple commodity production, Marx was

following a well-established tradition of economic theory, but

this should not be allowed to obscure the sharp break which

divides his analysis from that of the classical school. In the case

of Adam Smith, for example, exchange is tied in the closest

possible way to the main technological fact of economic life,

namely, the division of i.'.bor. According to Smith, division of

labor is the foundation^of all increases in productivity; it is even

the basis^of the human economy, what distinguishes the latter

from the life of the beasts. But Smith is unable to conceive of

division of labor independently of exchange; exchange, in fact,

is prior to and responsible for division of labor. The following

passage sums up Smith’s ory of the rejation between division

of labor and exchange:

This division of labor, from which so many advantages arc

derived, is not originally the effect of any human wisdom, which
foresees and intends that general opulence to which it gives

occasion. It is t^ie necessary, though very slow and graduTal con-
sequence of a certain propensity in human nature which has in

23
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view no such extensive utility; the propensity to truck, barter,

and exchange one thing for another.^

This ‘propensity to truck, barter, and exchange,’ '“moreover, is

peculiar to human beings: ‘Nobody ever saw a dog make a fair

and deliberate exchange of one bone Tor another with another

dog/ " Exchange and division of labor are in this manner indis-

solubly bound together and show'n to be the joint pillars sup-

porting civilized society. The implications of this position arc

clear: commodity production, rooted in human nature, is the

universal and inevitable form of economic life; economic science

is the science of commodity production. From this point of

view the problems of economics have an exclusively (juantitative

character; they begin w'ith exchange value, the basic (juantitative

relation between commodities established through the process of

exchange.

Turning now^ to Marx, we see at the very outset the difference

in approach w^hich marks off his political economy frfini that of

Adam Smith. Marx docs nor deny the existence of a relation be-

tween commodity production and the division of labor, bur it

is by no means the hard and fast relation depicted by Smith.

The difference in points of view is clearly brought out in the

following passage:

This division of labor is a necessary condition for the production

of commodities, but it does not follow conversely, that the pro-

duction of commodities is a necessary condition for the division

of labor. In the primitive Indian community there is social di-

vision of labor without production of cctinmodirics. Or, to take

an example nearer home, in every factory the labor is divided

according to a system, but this division is not brought*about by
the operatives’ mutually exchanging their individual products.

Only such products can become commodities 'ivith regard to

each other as result from different kinds of labor, each kind

being carried on independently and for the account of private

individuals,^

Division of labor is deprived of none of the importance which

was attributed to it by Smith, but it is emphatically denied that

division of labor is necessarily tied to exchange. Commodity pro-

duction, in other words, is not the universal and inevitable form
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ot economic life. It is rather one possible form of economic life,

a form, to be sure, which has been familiar for many centuries

and which dominates the modem period, but none the less a

historically conditioned form which can in no sense claim to be

a direct manifestation of human nature. The implications of this

view are striking. Commodity production itself is withdrawn

from the realm of natural phenomena and becomes the valid sub-

ject of socio-historical investigation. No longer can the econo-

mist afford to confine his attention to the quantitative relations

arising from commodit}' production; he must also direct his

atfention to the character of the social relations which underlie

the commodity form. We may express this by saying that the

tasks of economics arc not only quantitative, they arc also quali-

tative. More concretely, in the case of exchange value there is,

as Adam Smith saw, the quantitative relation between products;

hidden behind this, as Marx was the first to‘see. there is a specific,

historically conditioned, relation between producers. Following

Petry, we may call the analysis of the former tiie quantitative-

value problemy the analysis of the latter the qualitative-value

problem*

The great originality of .Marx's value theory lies in its recog-

nition of these two elements of the problem and in its attempt

to deal with them simultaneously within a single conceptual

framework. The same considerations, however, account in no

small degree for uie great difficulty in understanding the theorx*

which is almost invariably experienced by those brought up in

the main tradition of ecs omic thought. For this reason it has

seemed advisable to separate Marxian value theory into its two
component parts and attempt to deal with them one at a time.

Consequently in this chapter wc shall discuss the qualitative-

value problem, leaving the more familui quantitative problem

for consideration in the next chapter.

• Franz Petty. Dcr Soziale i.i u/r Jer Marxfchcn Wertthcorte (1916).

This little book, the only one ever published by its author, who was
killed in the First World War at the age of 26, deserves much more
attention that^ it has recciv ed. A similar distinction is made in the excellent

note on value theory by Alfred Lowe, ‘Mr. Dobb and Marx’s Theory of

Value,’ in the Fii^IbIi Modern Quarterly,
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2. Use Value

‘Every commodity,’ Marx wrote, ‘has a twofold aspect, that

of use value and exchange value ’ *

In possessing use value a commodiVy is m no way peculiar.

Objects of human consumption in every age and in every form

of society likewise possess use value. Use value is an expression

of a certain relation between the consumer and the object con-

sumed. Political economy, on the other hand, is a social science

of the relations between people. It follous that ‘use value as

such lies outside the sphere of investigation of political econ-

omy ’ ®

Marx excluded use value (or, as it nou would be called,

‘utility ’) from the field of investigation of political economy on

the ground that it does not directly embody a social relation

He enforces a strict requirement that the categories of economics

must be social categories, i e categories which represent relations

between people It is important to realize '’that this is in sharp

contrast to the attitude of modern economic theory As previ-

ously noted, Lionel Robbins says—and in this he is merely formu-

lating the practice ot all non-Marxian schools—‘We regard [the

economic system] as a senes of interdependent but conceptually

discrete relationships between men and economic goods ’ ® From
this starting point, it follows, of course, that use value or utility

takes a central position among the categories of economics But

It should not be overlooked m any comparison of Marxian and

orthodox economics that their respective starting points a*‘e in

this respect diametrically opposed Nor should it bf made a

matter of reproach against Marx that he failed to develop a sub-

jective value theory, since he consciously and deliberately dis-

sociated himself from any attempt to do so •

This does not mean chat use value should play no role in eco-

nomics. On the contrary, just as land, though not an economic

category itself, is essential to production, so use value is a pre-

• The best cnticism of subjective value theory from the Marxist stand-

point, and at the same time a very valuable contribution to the under-

standing of Marx’s value theory, is Rudolf Hilferding, *Bohm-Bawerk*s
Marx-Knuk,* Marx Studien, Bd. i, 1904.
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requisite to consumption and, as Petty correctly remarks, is in

no sense excluded by Marx from the causal chain of economic

phenomena/ .

3. Exchange Value

In possessing exchange* value relative to one another, com-

modities show their unique characteristic. It is only as commodi-
ties, in a society where exchange is a regular method of realizing

the purpose of social production, that products have exchange

value. At first sight it might seem that even less than in the case

of*use value have we here to do with a social relation. Exchange

value appears to be a quantitative relation between things, be-

tween the commodities themselves. In what sense, then, is it to

be conceived as a social relation and hence as a proper subject

for the investigation of the economist? Marx’s answer to this

question is the key to his value theory. The quantitative relation

between things, which we call exchange value, is in reality only

an outward form of the social relation between the commodity
owners, or, what comes to the same thing in simple commodity
production, between the producers themselves. The exchange

relation as such, apart from any consideration of the quantities

involved, is an expression of the fact that individual producers,

each working in isolation, are in fact working for each other.

Their labor, whatever they may think about the matter, has a

social character which is impressed upon it by the act of ex-

change. In other words, the exchange of commodities is an

exchange of the products of the labor of individual producers.

What finds expression In chc form of exchange value is there-

fore the fact that the commodities involved are the products of

human la&or in a society based on division of labor in which

producers work privately and independently.

Strictly speaking, the concept exchange value applies ‘only

when commodities are prc'^e'nr in the plural,’ • since it expresses

a relation bepween commodities. An individual commodity, how-

ever, possesses the social quality which manifests itself quanti-

tatively in exchange value. A commodity in so far as we center

our attention on this social quality Ls called by Marx a plain

‘value.’ Late in Chapter i of Capital^ he says: ‘VVHicn, at the be-

ginning of this chapter, we said, in common parlance, that a
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commodity is both a use value and an exchange value, we were,

accurately speaking, wrong. A commodity is a use value or ob-

ject of utility, and a value.’ ®

As a use value, a commodity is a universal ieaturc of human
existence, present in every and all forms of society. As a value,

a commodity is a feature of a specific^ historical form of society

which has two main distinguishing characteristics: (O developed

division of labor, and (2) private production. In such an order—

and in none other—the labor of producers eventuates in com-

modities or, neglecting the universal aspect of commodities

(utility), in values.

It is essential to realize that it was this analysis o^ the social

characteristics of coinnuulirv production, and not an arbitrary

preconception or an ethical principle, which led xMarx to identify

labor as the substance of value.* We must no^v examine this

more closely.

4. Labor and Vai.ve

I'he requirement that all economic categories ^lust represent

social relations led Marx directly to labor as the ‘value that lies

hidden behind' exchange value. ’Only one property of a com-

modity,' as Petty expressed it, ‘enables us to assume it as the

bearer and expression of social relations, namely its property as

the product of labor, since as such wc consider it no longer from

the standpoint of consumption but from the standpoint of pro-

duction, as materialized human activity . . In w'hat sense,

then, are w e using the concept iabor’?

Labor also has two aspects, the one crorresponding to the use

value and the otiier to the value of the commodity which it

produces. To the commodity as a use value corresponds labor as

useful labor.

* In rhe notes on Wagner quoted above, Marx described his procedure

in part as follows: ‘Wh:^r I , . . start from is the simplest social form m
which the labor product is found in present society, and rhat is “com-
modity.” I analyse it, and first of all in the form in which it appears.

Here I find that on the one hand in its natural form it is a useftd thing

alias use value, on the other hand the hearer of exchotige value . . .

Further analysis of the latter shows me that exchange value is only a

'^phenomenal form” an independent method of displaying the value con-

tained * in the commodity, and then I proceed to the analysis of the

latter . . Das Kapml <Marx-£ngeis-Lenin ed.) i, p. 847.
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The coat is a use value that satisfies a particular want. Its

existence is the result of a special sort of productive activity, the

nature of which is determined by its aim, mode of operation,

subject, means and result. The labor, whose utility is thus repre-

sented by the value in use of its product, or which manifests

itself by making its prodict a use value, we call useful labor.

Thus tailoring creates a coat, spinning creates yarn, weaving

creates cloth, carpentering creates a table, ct cetera. These are

all different varieties of useful labor. But it would be incorrect

to assume that useful labor is the onlv sour<'‘e of use value: nature

co-operates both actively and passively in the process of produc-

ing use value. ‘As William Petty put it, labor is its father and

the earth its mother.’ **

If, now, we abstract from the use value of a commodity it

exists simply as a value. Proceeding in a ^similar fashion to ab-

stract from the useful character of labor, what have we left.^

Productive activit)j, if we leave out of sight its special form,

viz., the useful character of the labor, is nothing but the expendi-

ture of human labor power. Tailoring and weaving, though

qualitatively different productive activities, are each a produc-

tive expenditure of human brains, nerves, and muscles, and in

this sense are human labor. Of course, this labor power which
remains the same under all its modifications must have attained

a certain pitch 01 development before it can be expended in a

multiplicity of modes. But the value of a commodity repre'-ents

human labor in the abstra' % the expenditure of human labor in

general.**

Thus, wh^t use value is to value in the case of commodity, use-

ful labor IS to abstract labor in the case of productive activity.

When Marx says that labor is the substance of value, he always

means, therefore, labor considered as abstract labor. We may
sum up the qualitative relation of value to labor with the follow-

ing statement:

On the erne hand all labor is, speaking physiologically, an

expenditure of human labor power, and in its character of identi-

cal abstract hum'.n labor, it creates and forms the values of. com-
modities. On tiie other hand, all labor is the expenditure of
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human labor power in a special form and with a definite aim,

and m this, its character of concrete useful labor, it produces

use values.^**

S. Abstraci Labor

Abstract labor which is represented' in the value of commodi-

ties is a concept which has an important place in Marx’s thinking.

It must be admitted, however, that it is not an easy concept to

comprehend, and for this reason it seems wise to consider the

matter in further detail

It may be well to remove at once any misunderstandings oi a

purely verbal character To many the expression ‘abstract labor’

suggests something slightly mysterious, perhaps not a little meta-

physical and unreal As should be clear from the last section,

however, nothing of the soit was intended by Marx Abstract

labor IS abstract only in the quite straightforward sense that all

special characteristics which differentiate one kind of labor from

another are ignored Abstract labor, in short, is,^s Marx s own
usage clearly attests, equivalent to ‘labor in general’, it is what is

common to all productive human activity

Marx did not think he was the first to introduce the idea of

labor in general into political economy For example, in speak-

ing of Benjamin Franklin, whom he regarded as ‘one of the first

economists, after Wm Petty, who saw through the nature of

value,’ he had the following to say

Franklin is unconscious that by estimating the value of every-

thing in labor, he makes abstraction frotoi any difference in the

sorts of labor exchanged, and thus reduces them all to equal

human labor But although ignoran of this, yet he says it He
speaks first of ‘the one labor,’ then of ‘the other labor,’ and

finally of ‘labor, without further qualification, as the substance

of the value of everything

And m another connection, he remarks that ‘it was a tremendous

advance on the part of Adam Smith to throw aside all limita-

tions which mark wealth-producing activity and to define it as

labor in general, neither mdustrial, nor commercial, nor agricul-

tural, or one as much as the other.’ Ricardo, as Marx was well

aware, adopted the same point of view and followed it out with
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greater consistency than Smith. In this, as in many other cases,

Marx sorted from a basic idea of the classical school, gave it

precise and explicit expression, developed it, and utilized it in the

analysis of social relations in his own original and penetrating

fashion. ,

It is important to realize that the reduction of all labor to a

common denominator, so that units of labor can be comfnred

with and substituted for one another, added and subtracted, and

finally totalled up to form a social aggregate, is not an arbitrary

abstraction, dictated in some way by the whim of the investi-

gator. It is rather, as Lukacs correctly observes, an abstraction

‘which belongs to the essence of capitalism.’ “ Let us examine

this more closely.

Capitalist society is characterized by a degree of labor mo-

bility much greater than prevailed in a.ny previous form of

society. Not only do workers change their jobs relatively fre-

quently, but also the stream of new workers entering the labor

market is quickly diverted from declining to rising occupations.

As Marx expressed it, ‘We see at a glance that, in our capitalist

society, a given portion of human labor is, in accordance with

the varying demand, at one time supplied in the form of tailor-

ing, at another in the form of weaving. This change may pos-

sibly not take place without friction, but take place it must.’ **

Under these circv.:nstances, the various specific kinds of labor in

existence at any given time and the relative quantities of each

become matters of seconlary importance in any general view

of the economic system, .'.luch more significant is the total size

of the social labor force and its general level of development.

On these*depend die productive potentialities of society, whether

the latter be manifested in the production of consumer’s goods

or in the production of implements of war. This is a conclusion

which commands univers.. ) 'ssent in the modem world: it flows

from such common facts of experience that no one would think

of denying it. It is imporunt to observe, however, that in arriv-

ing at thi9 conclusion we were obliged to abstract from the

differences between specific forms of labor, an abstracrion which

is inevitably implied in the very notion of a total labor force

available to society. We are likely to forget or overlook this
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only because the differences are practically of secondary impor-

tance. •

In the course of a methodological discussion, Marx empha-

sizes this point in the following terms:

. . . This abstraction of labor is but ‘the result of a concrete

aggregate of different kinds of labor. The indifference to the

particular kind of labor corresponds to a form of society in

which individuals pass with ease from one kind of work to

another, which makes it immaterial to them what particular kind

of work may fall to their share. Labor has become here, npt

only categorically but really, a means of creating wealth in

general and is no longer grown together with the individual

into one particular destination. This state of affairs has found
its highest development in the most modern of bourgeois socie-

ties, the United States. It is only here that the abstraction of the

categorv ‘labor,’ ‘labor in general,’ labor sans phrase, the starting

point of modern political economy, becomes realized in prac-

tice.“

To sum up, we may say that the reduction of all labor to ab-

stract labor enables us to sec clearly, behind the special forms

which labor may assume at any given time, an aggregate social

labor force which is capable of transference from one use to

another in accordance with social need, and on the magnitude

and development of which society’s wealth-producing capacity

in the last resort depends. The adoption of this point of view,

moreover, is conditioned by the very nature of capitalist produc-

tion which promotes a degree of labor mobility never before

approached in earlier forms of society.
**

6. The Relation of the Quantitative to the Qualitative in

Value Theory

We are now in a position to see precisely what is implied in

the thesis that abstract labor is the substance of value. A com-
modity appears at first glance to be merely a useful article which

ha« been produced by a special kind of workmafi, working

privately and in isolation from the rest bf society. This is correct

so far as it goes. But investigation reveals that the commodity in

question has this in common with all other commodities (i.e.
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they arc all values), namely, that it absorbs a part of society’s

total available labor force (i.e. they are all materialized abstract

labor). It isi this characteristic of commodities (which presup-

poses use value and manifests itself in exchange value) that makes

of ‘commodity’ the staining point and central category of the

political economy of the modern period.

We have reached these conclusions through a purely quali-

tative analysis, and it may appear that they have little bearing

on the quantitative problem. This, however, is not so. I'he truth

is that the basic significance as well as the main tasks of quanti-

tative-value theory are determined by the qualitative analysis.

Here we shall merely indicate the reasons for this, leaving more

detailed treatment for the next chapter.

From a formal point of view it appears that quantitative-value

theory is concerned solely with discovering the laws which regu-

late the relative proportions in which commodities exchange for

one another. TTiis is, indeed, the way in which oithodox theory

regards the matter; it is simply a question of exchange value.*

But for Marx, as we already knov/, exchange value is merely the

‘phenomenal form’ behind which hides value itself. The question

therefore arises: what, beyond the mere determination of ex-

change ratios, is the quantitative-value problem? The analysis

presented above provides us with an answer.

The fact ih?* a rommodity is a value means that it is ma-

terialized abstract labor, or, in other words, that it has absorbed

a part of the total wealth-producing activity of society. If now
we reflect that abstract labor is susceptible of measurement in

terms of time units, the meaning of value as a quantitative cate-

gory distinct from exchange value becomes apparent. As Marx
stated it, ‘Magnitude of value expresses . . . the connection that

exists between a certain article and the portion of the total labor

time of society required to produce it.’

The main task of quani tativc-value theory emerges from this

•Cf., for example, the following statement made by Joan Robinson in

the Introdlotion to her book. The Economics of Imperfect Competition:
The mam theme of this bock is the analysis of value. It is not easy to

explain what Hie analysis of value is . . . The point may be pur like this:

You see two one of whom is giving a banana to the othpr, and is

taking a penny irom him. You ask, How is it that a banana costs a penny
rather than any other sum?’ (p. 6)
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definirion of value as a magnitude. It is nothing more nor less

than the investigation of the laws which govern the allocation

of the labor force to different spheres of production tin a society

of commodity producers. How Marx carried through this task

will be treated in the next chapter. ^

Before returning to the further implications of Marx’s quali-

tative analysis, it is well to remark that the two concepts, ‘so-

cially necessary labor’ and ‘simple labor,' which have stood in

the forefront of nearly every attack on Marx's economics, both

pertain to the quantitative aspect of value theory and hence will

come up for subsequent consideration. That critics of Marx have

concentrated their attention on this aspect of the theory, and

at that one-sidedly, is no accident; their attitude towards the

value problem has disposed them to a preoccupation with ex-

change ratios to the neglect of the character of the social rela-

tions which lie hidden beneath the surface. Hence lengthy

critiques of socially necessary labor, but hardly a word about

abstract labor.

7. The Fetish Characier of Commodities

Our analysis of commodities has led us to see in exchange value

a relation beru'een producers in a definite system of division of

labor, and in the particular labor of individuals a component part

of the aggregate labor force of society. In other words, we have

looked beneath the forms of social organization to discover the

substance of social relations. That we are able to do this, how-
ever, is no indication that the forms are unimportant. On the

contrary, they are of the greatest importance. Reality is per-

ceived in terms of form. Where, as here, there is a gap between

form and substance which can be bridged only by critical analy-

sis, the understanding plays queer tricks. Error and fantasy are

readily accepted as obvious common sense and even provide

the basis for supposedly scientific explanation. An incapacity to

comprehend a false consciousness, permeates, to a greater or

lesser extent, the structure of thought. This principle applies

with peculiar force to commodities and commodity production.

The thinking to which this form of social organization gives rise

frequently bears only a remote and perverted relation to the



THE FETISH CHARACTER OF COMMODITIES 35

real social relations which underlie it. In his doctrine of Com-
modity Fetishism, Marx was the first to perceive this fact and

to realize its decisive importance for the ideology of the modem

In commodity production, the basic relation between men
‘assumes, in their eyes, the fantastic form of a relation between

things/ * This reification of social relations is the heart and core

of Marx’s doctrine of Fetishism.

In the mist-enveloped regions of the religious world . . . the

productions of the human brain appear as independent beings

endowed with life, and entering into relation both with one
another and with the human race. So it is in the world of com-
modities with the products of men’s hands. This I call the

Fetishism which attaches itself to the products of labor, so soon

as they are produced as commodities, and which is therefore

inseparable from me production of commodities.

This fetish character of the commodity world has its origin

... in the peculiar social character of the labor which produces
commodities.

As a general rule, articles of utility become commodities only

because they are products of private individuals or groups of

individuals who carry on their work independently of each
other. The sum total of the labor of all these private individuals

forms the aggregate labor of society. Since the producers do not
come into contact •nth each other, the specific social character

of each producer’s labor does not show itself except in the act

of exchange. In other words the labor of the individual asserts

itself as a part of the labor if society only through the relations

which the act of exchange establishes directly between the prod-

ucts and indirectly, through them, between the producers. To
the latter, therefore, the social relations between the labor of

private individuals appear for what they are, i.e. not as the direct

social relations of {>ersons in their work, but rather as material

relations of persons and socf d relations of things.”

In earlier periods of history, when the relations of production

had a direct personal character, such a reification of social rela-

tions was obviously impossible. Even in the early stages of

commodity production itsdlf ‘this mystification is as yet very

simple’ ** and is t^herefore easily seen through. It is, in fact, -only

* Capitd I, p. 83. Tantastic’ is, of course, meant in i„s literal sense.

4
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when commodity production becomes so highly developed and

so widespread as to dominate the life of society that the phe-

nomenon of reification of social relations acquires decisive im-

portance, This occurs under conditions of relatively advanced

capitalism such as emerged in Westeai Europe during the seven-

teenth and eighteenth centuries.* Here the impersonalization of

productive relations is brought so its highest pitch of develop-

ment. The individual producer deals with his fellow men only

through ‘the market/ where prices and amounts sold are the

substantial realities and human beings merely their instruments.

‘These quantities vary continually, independently of the will,

foresight, and action of the producers. To them their own social

movement takes the form of the movement of things which

rule the producers instead of being ruled by them.’ t This is,

indeed, ‘a state of society in which the process of production has

the mastery over man instead of being controlled by him/

and in which, therefore, the real character of the relations among
the producers themselves is both distorted and^ obscured from

view.

Once the world of commodities has, so to speak, achieved its

independence and subjected the producers to its sway, the latter

come to look upon it in much the same way as they regard

that other external world to w'hich they must learn to adjust

themselves, the world of nature itself. The existing social order

becomes in the apt expression of Lukacs, a ‘second nature’ which

stands outside of and opposed to its members.®^

The consequences for the structure^of thought are both ex-

tensive and profound. Here we shall have to be content with a

few suggestions which may serve to illustrate the* possibilities

for critical interpretation which are opened up by the doctrine

of Fetishism.

The application of the ideas and methods of natural science

• Cf. the discussion of this point by Lukacs, op. cil. pp. 96-7. Lukacs has

developed and applied the doctrine of Fetishism probably as skilfully and
successfully as any Marxist writer. •

t Capital I, p. 86. A correction has bcyi made in the translation. This
feature of developed commodity production finds precise formulation in

the modem theory of pure competition in which it is assumed that each

producer treats all prices as data. His function as an economic subject is

to adjust himself to price changes as best he can.
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to society is one of the most striking features of the capitalist

period. While the development of the natural sciences them-

selves was ceitainly in part responsible, nevertheless, the deeper

roots of the phenomenon must be sought in the changed attitude

towards society which wat the reflex of the flowering of com-
modity production. In the field of political economy the results

of the transition are^ most clearly observable in the eighteenth-

century doctrines of the Physiocrats in France and the classical

school in England. The loi naturelle of the Physiocrats, the ‘in-

visible hand’ of Adam Smith, their common faith in the wisdom
of laissez-faire as an economic policy, all attest to a profound

belief in the impersonal and automatic character of the economic

order. This bias against conscious* social action in economic

affairs which grew up in the eighteenth century remained a very

prominent feature of capitalist ideology until quite recently.*

Its specific roots in the characteristics of commodity production,

as uell as its connection with cognate doctrines of natural law

and social automatism, are brilliantly illuminated by Marx’s

theory of Fetishism.

Reification of social relations has exercised a profound influ-

ence on traditional economic thinking in at least two further

imponant respects. In the first place, the categories of the capi-

talist economy—value, rent, wages, profit, interest, et cetera—

have been treated . though they were the inevitable categories

of economic life in general. Earlier economic Systems have been

looked upon as imperfect or embryonic versions of modem
capitalism and judged accordingly. It requires but little reflection

to see that this procedure slurs over significant differences be-

tween social fonns, encourages an unhistorical and sterile taxon-

omy, and leads to misleading and at times even ludicrous judg-

ments. Thus, it has been common for economists to denounce

medieval prohibitions of us as irrational and misguided be-

cause (in modem capitalism) interest plays *an important part in

* The decline of laissez-faire in recent dines is fundamentally attributa-

ble to the growth of monopoly and imperialism, a subject which wc are

obviously not prep red to disci^ at this stage of the analysis. The cause

and implicadons of monopoly and imperialism will be explored in Part iv

below. The specif ''lly ideological aspect of the process is briefly but

profoundly analysed by Rudolf Hilferdine in the passage which is in-

cluded in the present work as Appendix &
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regulating the productive mechanism. Or, to take another exam-

ple, we find Keynes evaluating pyramid building in ancient

Egypt and cathedral building in medieval Europe^ in terms ap-

propriate to a public-works program in twentieth-century Eng-

land.^* It cannot, of course, be deniei^ that certain features are

common to all forms of social economy, but to comprehend

them all in a single set of categories and hence to ignore their

specific differences is in a very real sense a negation of history.

That modern economics has consistently pursued this course is

the best evidence of its subordination to the fetishism inherent

in commodity production.

In the second place, the attribution of independent power to

things is nowhere more clear than in the traditional division of

"factors of production into land, labor, and capital, each of

which is thought of as "producing" an income for its owners.

Here, as Marx expressed it,

we have the complete mystification of the capitalist mode of

prodnetion, the transformation of social cbnditions into things,

the indiscriminate amalgamation of the material conditions of

production with their historical and social forms. It is an en-

chanted, perverted, topsy-turvy world in which Monsieur le

Capital and Madame la Terre carry on their goblin tricks as

social characters and at the same time as mere things.*

It is true that in the Ricardian theory of value and distribu-

tion, the highwater mark of classical political economy, the

foundation for a rational ^riew of capitalist productive relations

had been laid. But Ricardo himself was^never able to raise him-

self above a narrowly limited outlook; t and his followers,

alarmed by the vistas which were opened up to th^ quickly

retreated into the world of illusion from which he had all but

given them the means of escape. Thenceforth, it was only critics

of the existing social^ order, like Marx, who cared to take up

where Ricardo had left off by laying bare the real social relations

underlying the forms of commodity production. What contact
f

• Capital III, p. 966. The entire section on ‘The Trinitarian Formula,’ in

which this passage occurs, should be read in this connection.

tMarx justly remarked of Ricardo that The “parallelograms of Mr,
Owen” seem to br the only form of society outside of the bourgeois form
with which he was acquainted.* Critique^ pp. 69-70.
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with social relations the post-Ricardians allowed themselves was
effectually dissolved by the rise of subjective value theory in

the final thir^l of the nineteenth century.*

Turning from political economy in a narrow sense, it is ap-

parent that the commodi^-producing form constitutes the most

effective possible veil over the true class character of capitalist

society. Everyone appears first of all as a mere commodity
owner with something to sell—this is true of landowners, capi-

talists, and laborers alike. As commodity owners they all stand

on a perfectly equal footing; their relations with each other are

not the master-servant relations of a regime of personal status,

but the contractual relations of free and equal human beings

It does not appear to the w'orker that his owm lack of access

10 the means of production is forcing him to work on terms

dictated by those who monopolize the means of production,

that he is therefore being exploited for the benefit of others

just as surely as the serf who was forced to work a certain

number of days on^the lord’s land in return for the privilege

of working a strip of land for himself. On the contrary, the

world of commodities appears as a world of equals. The labor

power of the worker is alienated from the worker and stands

opposed to him as anv commodin^^ to its owner. He sells it, and

so long as true value is paid all the conditions of fair and equal

exchange are satisfied.

This is the appearance. Those w'ho regard capitalist forms as

natural and eternal—and, generally speaking, this includes most

of those w^ho live undei c .pitalist forms—accept the appearance

as a true reprcsentatioiT ot social relations. On this foundation

there has been erected the whole vast superstructure of ethical

and legal principles which serve at once to justify the existing

order and to regulate men’s conduct towards it. It is only by

means of a critical analysis of commodity production, an analysis

that goes beneath the supt ijcial forms tp the underlying rela-

tions of man to man, that w'^e can see clearly the historically

relative character of capitalist justice and capitalist legality, just

as It is only by such an analysis that wc can see the historical

character of capitalism itSelf. This illustration, while it cannot

• Cf. the excellent essav by Maurice Dobb, ‘The Trend of Modem Eco-
nomics,' in his Political icortomy and Capitalism
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be pursued further here, shows that the doctrine of Fetishism

has implirations which far transcend the conventional limits of

economics and economic thinking.

It commodity production has fostered the illusion of its own
permanence and hidden the true character of the social relations

which It embodies, it has at the same time created the economic

rationality of modem times without which a full development

of society’s productive forces wouid be unthinkable. Rationality,

in the sense of a deliberate adaptation of means to ends in the

economic sphere, presupposes an economic system which is

subject to certain ob|ective laws which are not altogether un-

stable and capricious. Given this condition, the individual can

proceed to plan his affairs in such a way as to achieve what is,

from his oun standpoint and from the standpoint of prevailing

standards, an optimum result.

That this condition is fulfilled by commodity production does

not mean that the system is to be regarded as a planned or

rational 'whole. On the contrary, the. development ^of commodity
production under capitalist conditions displayrs on the one hand

an intense rationalization of its part-processes and an ever in-

creasing irrationality in the behavior of the system as a 'whole.

It is clear that we have to do here with one of the most compre-

hensive contradictions of the capitalist order. A social system

which has swav over man educates him to the point where he

has the capacity to control his ovm destiny. At the same time

it blinds him to the means of exercising the power w'hich is

within his grasp and diverts his energies increasingly into purely

destructive channels. The study of thi^ process will claim our

attention in later chapters of this book; here it suffices to point

out that qualitative-value theory wuth its corollary in the doc-

trine of Commodity Fetishism is the essential first step m the

Marxian analysis of capitalism. He who has not understood this

has understood little of Marx’s critical method.
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THE QUANTITATIVE-VALUE PROBLEM

1. The First Step

lN*every society, from the most primitive to the most advanced,

ir is essential that labor be applied to production and that goods

be distributed among the members of society. What changes

in the course of history is the way in which these productive

and distributive activities are organized and carried out. As
iMarx expressed it,

F.vcry child knows that if a country ceased to work, I wdll not

say for a year, but fpr a feiv weeks, it w^ould die. Every child

know’s too that the mass of products corresponding to the differ-

ent needs require different and quantitatively determined masses

of the total labor of society. That this necessity of distributing

social labor in definite proportions cannot be done away with

by the particular form of social production, but can only change

the form it assumes

^

is self-evident. No natural laws can be done
away with. What can change in changing historical circum-

stances, is the form in which these laws operate. And the form
in which this proportional livision of labor operates, in a state

of society where the iptcr^ronnection of social labor is mani-

fested in the private exchange of the individual products of

labor, is precisely the exchange value of these products.^

Exchange value is thus an aspect of the laws governing the

allocation of productive activity in a commodity-producing so-

ciety. To discover the imp'u Hions of this form of productioi^,

in terms of social relations and social consciousness, was the

task of qualitative-value theory discussed in the preceding chap-

ter. To divSQovcr the nature of these laws in quantitative terms

is the task of quantitative»-value theory, and it is in this sense

that value theory has constituted the traditional starting pqint of

modern political economy. If we bear this in mind we shall

41
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realize that the investigation of exchange value itself is only

the beginning of economic science and not, as some writers have

maintained, its ultimate objective.

Commodities exchange against each other on the market in

certain definite proportions; they also^ absorb a certain definite

quantity (measured in time units) of society's total available

labor force. What is the relation between these two facts? As a

first approximation Marx assumes that there is an exact corre-

spondence between exchange ratios and labor-time ratios, or, in

other words, that commodities which require an equal time to

produce will exchange on a one-to-one basis. This is the simplest

formula and hence a good starting point. Deviations which occur

in practice can be dealt with in subsequent approximations to

reality.

Two obvious qualifications need to be introduced at once.

In the first place, it is not true that If the value of a commodity

is determined by the quantity of labor spent on it, the more

idle and unskilful the laborer, the more valuable would his com-

modity be because more time would be required in its produc-

tion.’ ^ No more labor than that which is ‘socially necessary,’

that is to say necessary under the existing social conditions, is to

be counted in the determination of value, ‘The labor time

socially necessary is that required to produce an article under the

normal conditions of production, and with the average degree

of skill and intensity prevalent at the time.’ ^ It should be noted

that the concept of ‘socially neccssar)^ labor’ is concerned solely

with the quantity of labor performed, and has nothing to do

with use value or utility.
•

Secondly, labor more skilled than average (or ‘simple’) labor

must have a correspondingly greater power of producing value.

‘Skilled labor counts only as simple labor intensified, or rather

as multiplied simple labor, a given quantity of skilled labor being

considered equal to a greater quantity of simple labor.' ^ The
quantitative relation between an hour of simple labor and an

hour of any given type of skilled labor is observable in the rela-

tive values of the commodities which they produce in one hour.

This does not mean, of course, that ^ the relation between two
types of labor is determned by the relative values of their prod-

ucts. To argue in this way would be circular reasoning. Hie
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relation between the two types of labor is theoretically suscepti-

ble to measurement independently of the market values of their

products. There arc two possible cases here: either the skilled

laborer is more proficient because of superior natural ability, or

the skilled laborer is more f)roficient because of superior mining.

Let us examine these in turn.

If the difference between two workers is a question of natural

ability, as a rule the superiority of the more skilled will manifest

itself regardless of the line of production in which he may be

eng^aged. In order, therefore, to establish a quantitative relation

of equivalence between the tw'o workers, it is only necessary to

pur them in the same line of production, where their relative

effectiveness can be easily measured in purely physical terms.

Once the required ratio has been established in this way, it can

be used to reduce these two kinds of labor to a common denomi-

nator in value-creating terms, no matter how freely the W'orkers

in question may move from industry to industry. There is

nothing aitificial in tjiis solution of the problem in a society in

W'hich a high degree of labor fluidity is an established fact.

If, on the other hand, the difference between two workers is a

question of training, then it is clear that the superior worker

expends in production not only his own labor (which we can

assume would have the qualit}' of simple labor in the absence of

training) but also Jirrctly that part of the labor of his teachers

which is responsible for his superior productivity. If the produc-

tive life of a worker is, say, ^00,000 hours, and if into his training

w^ent the equivalent of 50,0ti0 hours of simple labor (including

his own efforts during the training period), then each hour of

his labor ^^ll count as one and one-half hours of simple labor.

This case, therefore, presents no more difficulties than the first.

In practice, differences in skill arc likely to be the result of a

combination of differences in ability and differences in training.

These more complex cases pioent no new rf^uestions of principle

and can be handled in accordance with the methods outlined

for the two basic cases.

The influence exerted by ability and training makes itself felt

only slowly and impcrfectfy, and frequently in ways which arc

not obvious. It s for this reason that Marx remarked that ‘the

different proportions in which different sorts of labor are re-
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duccd to unskilled labor as their standard, arc established by a

process that goes on behind the backs of the producers, and, con-

sequently, appear to be fixed by custom/ ®

Critics of Marx's (and Ricardo’s) theory of value have always

maintained that the reduction of skilled to simple labor involves

circular reasoning. The argument seems to be that the greater

value-creating power of the more 'killed worker is deduced jrovi

the greater value of his product. If this were so the criticism

would, of course, be valid, but our analysis has showm that there

is no need to rely on ^uch fallacious reasoning. A more substan-

tial attack on the theory would center attention on the assump-

tion that differences in natural ability remain more or less con-

stant even though workers are shifted about from one line of

production to another. It is clearly not difficult to think of cases

winch violate this assumption; there are individuals who have

great ability in some special line of activity but w^hose general

productive capacity is in no way remarkable -tor example, opera

singers, star baseball players, matheniaticians, anef so forth. But

these are exceptional cases which should not be allowed to dis

tort our view' of the labor force as a whole. So far as the vast

ma)orirv of productive workers is concerned, specialized talents

are nor of great importance; the qualities wffiich make a good

w(;rker—strength, dexterity, and inrclligcncc—do not differ

greatly from one occupation to another. No more than this need

be granted to establish the essential conimensurability of simple

and skilled labor.

Having demonstrated the theoretica’ feasibility of reducing

skilled to simple labtir, we may follow Marx in abstracting from

the conditions in the real world which make such 'a reduction

necessary. ‘For simplicity’s sake wc shall henceforth account

every kind of labor to be unskilled, simple labor; by this we do

no more than save ourselves the trouble of making the reduc-

tion.’ ® From the point of view of the problems which he set

himself tf) investigate, differences between skilled and unskilled

labor were not essential. To ignore them, hence, is«an appropri-

ate abmaction within the meaning ‘of that term explained in

Chapter i above. This is not to imply that such an abstraction

w'ould always be appropriate. If Marx had been interested in ex-
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plainipg differences in wages, tor example, it clearlv would have

been illegitimate.*

It would b<; i serious error, though one which is frequently

committed, to suppose that the whole of JVIarx s quantitative

\alut theory is contained m Chapter i ot Capfial 1 hat chipter,

it will be recalled, is entitled ‘( omniodities,' and its emphasis is

overwhclniinglv on what we have called the qualitative-value

problem So fai as the qu intiiatnc-Mlue problem is conccincd,

It makes no attempt to go be\ond the hrst appioximation ton-

taimd m the proposition thit commodities exchange for one

another in propoirion to the quantits of socialh necessarx labor

eniliodiccl in enh. \lorco\ci, c\tn in lespcct to this first approxi-

jiiiioofi the c cumstanccs under vchich it would Se tmcondi-

tionalK \alid aie not investigated It u evident tint we have in

Chapter i no nioit than a Ltsi sttp into the eld of quantitative-

value thcorv Subsequent step-, an letr, in acM>rdaucc with the

plin of Lap till, until a Uid stage oi the woik Hete we <-hall

attempt t(» round out WVIir x s liisic ideas on the subject of value

not iK^ause it n essential to do 'o hr the mmicdiatelv’' succeed-

ing ehaptcis, which aie based on \ oliimc i, but because this

scvins to be the best wav of avoiding misundcrstmdings vehich

might otherveisc atisc.

2 iiir Ron OF loMPniuov

let tirst intjuire und what conditions C' change ratios

would correspond cx.irtk t* labor-nmc ratios \dam Smith’s

lamoiis deer beaver example, winch was also used by Ricaido,

provides a »^nvenicnr srainng point

In »-hat cailv and rude sratc of socic*'^ whieh picccdcs both the

accumulation of stock and the appropriation of land, the piopoi-

tion octween the quantities labor ncccssarv for acquiring

different objects seems to be the only circumstance which tan

affoid any rule lor exchanging them for one mother If among
a nation of hynters, for example, it usually costs twice the labor

• In this connection Mirx’s pActice dots not di Ter csscntnllv from that

of modem cconomisr*^ As Hicks c\pre*sscs ir, if ehinges in relative wages
arc to be neglected, .. is quite Icgiciniatt to assume all labor homogeneous ’

J P. Hicks, Value and Capital
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to kill a beaver which it does to kill a deer, one beaver should

naturally exchange for or be worth two deer. It is natural that

what is usually the produce of two days* or tu'p hours* labor,

should be worth double of what is usually the produce of one
day’s or one hour’s labor/

Adam Smith’s hunters are what Marx would have called sim-

ple commodity producers, each hunting with his own relatively

simple weapons, in forests which are open to all, and satisfying

his needs by exchanging his surplus catch against the products

of other hunters. Why, under these circumstances, would deer

and beaver exchange in proportion to the quantity of time re-

quired to kill each? It is easy to supply a proof of u hat Adam
Smith took for granted.

A hunter by spending two hours of his time can have cither

one beaver or two deer. Let us imagine now^ that one beaver

exchanges for one deer ‘on the market.’ Under the circumstances

any one would be foolish to hunt beaver. For in one hour it is

possible to catch a deer and thence, bF exchange, to get a

beaver, whereas to get a beaver directly would require wo
hours. Consequently this situation is unstable and cannot last.

The supply of deer will expand, that of beaver contract until

nothing but deer is coming on the market and no takers can be

found. Following this line of reasoning it is possible to show' by
exclusion that only one exchange ratio, namely one beaver for

two deer, does constitute a stable situation. When this ratio rules

in the market, beaver hunters will have no incentive to shift to

deer hunting, and deer hunters will Ijavc no incentive to shift

to beaver hunting. This, therefore, is the equilibrium ratio of

exchange. The value of one beaver is two deer ani^ vice versa,

Adam Smith’s proposition is thus demonstrated to be correct.

To get this result tw'o implicit assumptions arc necessary,

namely, that hunters are prepared to move freely from deer

to beaver if by so doing they can improve their position; and

.hat there are no obstacles to such movement. In other words

the hunters must be both willing and able to compete freely for

any advantages which may arise in^thc course ot exchange by

shifting their labor from one line to another. Given this kind

of competition in a society of simple commodity production,

supply and demand will be in equilibrium only when the price



THE ROLE OF DEMAND 47

of every commodity is proportional to the labor time required

to produce it. Conversely prices proportional to labor times will

be established only if the forces of competitive supply and de-

mand are allowed to work themselves out freely. The competi-

tive supply-and-demand theory of price determination is hence

not only not inconsistent with the labor theory; rather it forms

an integral^ if sometimes unrecognized, part of the labor theory.

Marx does not touch on this point in the first chapter of

Capital; like the classics, he always tended to take it for granted.

But in various other parts of his economic writings he deals with

‘supply and demand’—an expression whicli u'as used merely to

summarize the competitive forces at work on the market—and
always in the sense of a mechanism for eliminating deviations

between market prices and values: what Oskar Lange aptly

terms an ‘equilibrating mechanism.’ ® Thus in Volume ni, where

several pages are devoted to the subject, we read that ‘The rela-

tion of demand and supply explains, therefore, on the one hand

only the deviations of market prices from market values, and

on the other hand the tendency to balance these deviations, in

other words, to suspend the effect of the relation of demand and

supply.’® And the point is made even more clearly in Value^

PricCy and Profit as follows: ‘At the moment when supply and

demand equilibrate each other, and therefore cease to act, the

market price of a commodity coincides with its real value.’

3. The Role of Demand

Marx is often accused^of naving ignored the lole of demand,

in the sense of consumers’ needs and desires, in determining

quantitative-value relations. The issue is unimportant so long as

discussion is confined to exchange ratios in a simple commodit)’^-

producing society like Adam Smith’s hunters, for under these

conditions the pattern of consumers* wants plays no part in the

determination of equilibrium values. If beaver and deer are both

useful—‘nothing can have value without being an object of

utility’ they must exchange in proportion to their respective

labor times regardless of the relative intensity of the desire for

each.

We have already expressed the opinion, however, that the
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quantitative-value problem is broader than the mere question of

exchange ratios, that it includes an investigation of the quanti-

tative allocation of society’s labor force to differ^ent spheres of

production in a society of commodity producers. When the

problem is thus broadly conceived, qonsumers’ demands can no
longer be neglected. If, for example, beaver are used only for

making fur hats "while deer provide the community’s basic food,

a great deal more labor will go into hunting deer than into

hunting beaver. Thus, if it is desired to know both the exchange

ratio and the distribution of labor, it is necessary to have two
kinds of information: first, information on the relative labor

cost of beaver and deer; and, second, information on the relative

intensity of demand for beaver and deer. Given these two kinds

of information, it is possible to determine what may be called

the general economic equilibrium of the society in question. It

is an ‘equilibrium’ because it defines the state of affairs which,

in the absence of anv change in the basic conditions, will per-

sist; and it is ‘general’ because net only the relative value of

beaver and deer is established, but also the quantities of beaver

and deer produced and the distribution of the society’s labor

force are established.

When the tasks of quantitative-value theory are thought of in

this broad sense, the pattern of consumer wants cannot be neg-

lected. It is just here, however, that the charge of ignoring de-

mand cannot be successfully maintained against Marx. The con-

trary impression seems to be so widespread that a lengthy quo-

tation from Volume in may not be out^of place.

If this division of labor among the different branches of produc-

tion is proportional, then the products of the various groups are

sold at their values ... or at prices which are modifications of

their values , . . due to general laws. It is indeed the law of

value enforcing itself, not with reference to individual commodi-
ties or articles, but tft the total products of the particular social

spheres of production made independent by division of labor.

Every commodity must contain the necessary quantity of labor,

and at the same time only the proportional quantity of the total

social labor time must have been spent on the various groups.

For the use value of things remains a prerequisite. The use value

of the individual commodities depends on the particular need
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which each satisfies. But the use value of the social mass of

products depends on the extent to which it satisfies in quantity

a definite social need for every particular kind of product in an

adequate manner, so that the labor is proportionately distributed

among the different spheres in keeping with these social needs,

which are definite in quantity . . . The social need, that is the

use value on a social scale, appears here as a determining factor

for the amount of social labor w'hich is to be supplied by the

various particular spheres • . . For instance, take it that propor-

tionally too much cotton goods have been produced, although

only the labor time necessary for this total product under the

prevailing conditions is realized in it. But too much social labor

has been expended in this line, in other words a portion of this

product is useless. The w’hole of it is therefore sold only as

though it had l)een produced in the necessary proportion. This

quantitative limit of the quota of social labor available for the

various particular spheres is but a wider expression of the law of

value, although the necessary labor time assumes a different

meaning here. Only so much of it is required for the satisfaction

of the social needs. The limitation is here due to the use value.

Society can use only so much of its total labor for this particular

kind of product under the prevailing conditions of production.^-

If Marx recognized so clearly the part played by demand in

determining the allocation of social labor, it may wxll be asked

why, in terms of his entire systematic theory, he treated this

factor so briefly and, one might even say, casually; M^hy did he

not work along the lines of his contemporaries, Jevons, Walras,

and Mcngcr, in developing a theory’' of consumers* choice? There

are tvTj fundamental reasons for Marx’s apparent neglect of this

problem.

In the litst place, under capitalism effective demand is only

partly a question of consumers’ wants. Even more important is

the basic question of income distribution which in turn is a re-

flection of the relations of production or, in other words, of

what Marxists call the class structure of society. Marx was very

emphatic on this point:

We remark by the way that the ‘social demand,’ in other

words that which regulates the principle of demand, is essen-

tially conditioned on the mutual relations of the different eco-

nonnic classes and their relative economic positions; that is to say.
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first, on the ratio of total surplus value to wages, and, second,

on the division of surplus value into its various parts (profit,

interest, ground rent, taxes, etc.)* And this shows once more
that absolutely nothing can be explained by the relation of

supply and demand unless the basis has first been ascertained on
which this relation rests.^*

‘

And again:

It would seem . . . that there is oi. the side of demand a defi-

nite magnitude of social wants fof the working class] which re-

quire for their satisfaction a definite quantity of certain articles

on the market. But the quantity demanded by these wants is

very elastic and changing. Its fixedness is but apparent. If the

means of subsistence were cheaper, or money wages higher, the

laborers would buy more of them, and a greater ‘social demand*
would be manifested for this kind of commodities . . . The
limits within which the need for commodities on the market,

the demand, differs quantitatively from the actual social need,

varies naturally for different commodities; in other words, the

difference between the demanded quantity of commodities and

that quantity which would be demanded, if the money prices

of the commodities, or other conditions concerning the money
or living of the buyers, were different.^*

In so far as one accepts the position that market demand is

dominated by income distribution—and it is difficult to see now
this can be denied at least for the case of modern capitalism—it

would seem that we cannot very well escape the conclusion that

the problems of value should be approached via the relations of

production rather than via the subjective valuations of con-

sumers. As we have already seen in the last chapter, the labor

theory is constructed to take full account of the productive rela-

tions specific to simple commodity production. In the next chap-

ter we shall see how the theory of surplus value carries on this

approach for the case of capitalism, which is a more advanced

form of commodity production.

This consideration alone, however, would hardly be sufficient

to explain the degree to which Marx neglects consumers* wants.

For even though their importance is^ limited, nevertheless there

is no doubt that they do play a part in determining the alloca-

tion of society’s productive efforts. A second factor must be
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taken into account. In Chapter i it was emphasized that Marx
was prinfiarily interested in the process of social change:, more
specifically, in Capital he was investigating ‘the economic law of

motion of modern society.’ From this point of view anything

which is in itself relative]^ stable and merely reacts to changes

elsewhere not only can but must be given a subordinate place

in the analytical scheme. It is clear that Marx thought of con-

sumers’ wants as falling in the category of reactive elements in

social life. Wants, in so far as they do not spring from elemen-

tary biological and physical needs, are a reflection of the techni-

cal and organizational development of society, not vice versa.

‘The mode of production in material life determines the general

character of the social political and spiritual processes of life. It

is not the consciousness of men that determines their existence,

but on the contrary, their social existence determines their con-

sciousness.’ * If one is interested in economic change and if one

accepts the position that subjective factors play an essentially

passive role in the pmcess of change, one can scarcely deny that

Marx was justified in neglecting consumers’ w-^ants as he did.

Orthodox economists, though most of them approach the

problem of value via a theory of consumers’ choice, have gen-

erally been obliged in practice to recognize the primacy of pro-

duction and income distribution whenever they tackle questions

of economic evolution. Schumpeter may be taken as an example.

In his recent treatise on Business Cycles, he states:

Wc will, throughout, act on the assumption that consumers’

initiative in changing tlwr ta>tes—i.e., in changing that set of data

which general theory compiises in the concepts of ‘utility func-

tions’ or ‘indifference varieties’— is negligible and that all change

in consumers' tastes is incident to, and brought about by, pro-

ducers' action.^’'

And a little further on, Schumpeter remarks that even spon-

taneous changes in consumers’ tastes are •unlikely to be of im-

^ Critique, pp. 11-12. Cf. also the following: ‘Production thus produces

consumption:* first, by furnishing the latter with material; second, by
determining the manner of consumption; third, by creating in consumers

a want for its products as objects of consumption. It thus provides the

object, the manner and the moving spring of consumption.’ Critique,

p. 280.

5
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portance unless they cause shifts in real income, Schumpeter in

effect admits that for the problems in which he is interested-

business cycles and the developmental tendencies of the capitalist

system—the theory of consumers’ choice is of little or no rele-

vance.

Nearly all modern business-cycle analysts follow' the same

course, though few as consciously as Schumpeter. I'he

‘Keynesians’ * for example, pay little attention to subjective-

value problems except when they speak cx professo of ‘pure

theory,’ W’hich, since it is furthest removed from real problems,

is naturally the last stronghold of obsolete ideas. Demand plays

a very important role in their analysis, but what they have to

say about it is dominated by the distribution of income, that

is to say by the existing relations of production. It is perhaps

no exaggeration to say that the importance of the Keynesian

contribution stems largely from the fact that here for the first

time since Ricardo orthodox economics accords to the real rela-

tions of capitalist production reasonable weight in the analysis

of the capitalist process. It would be a further step Torw'ard if

the Keynesians could be brought to realize that this is what

they arc doing.t

We sec that Marx’s relative neglect of the problems of con-

sumers’ choice finds ample support in recent trends in economic

thinking.

4. ‘Law of Valuf’ vs. Planning Principie’

We are now in a position to sec thaV what Marx called ‘the

law' of value’ summarizes those forces at w ork in a commodity-

• Those who arc in agreemenr with the fundamental doctrines of J. M.
Keynes. The latter’s General Theory of Employment

^
Interest and Momy

is undoubtedly the most important work by an English economist since

Ricardo’s Prmciples, The writings of Keynes and his followers mark »^he

emergence of Anglo-American economics from roughly a century of rela-

tive sterility. That this phenomenon is the direct outcome of ilic latest

phase of capitalist development goes without saying.

t It has been shown that even Marshall was aware of the p^rimary signifi-

cance of production in shaping wants. Ci!^, Talcott Parsons, ‘Wants and

Activities in Marshall/ Quarterly Journal of EconomieSy November 1931,

The structure of Marshall’s theory, how^ever, seems to be unaffected by
this awareness.
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producing society which regulate (a) the exchange ratios among
commodities, (b) the quantity of each produced, and (c) the

allocation of the labor force to the various branches of produc-

tion. The basic condition for the existence of a law of value is a

society of private producers who satisfy their needs by mutual

exchange. I'he forces at worl: include, on the erne hand, the pro-

ductivity of labor in the various branches of production and the

pattern of social needs as modified by the distnliution of income,

and, on the orhci liand, the equilibrating market fr^recs of com-

peytive supply and demand. use a modern expression, the

law of value is essentially a theory of general equilibrium devel-

oped in the first instance \^’ith reference to simple commodity

production and later on adapted to capitalism.

This implies that one of the primary functions of the law of

value IS to make clear that in a commodity-producing society,

in spjte of the absence of centrali7xd and co-ordinated decision-

making, there is order and not simply chaos. No one decides

how productive ctfoft is to be allocated or how much of the

various kinds of commodities are to be produced, yet the prob-

lem does get solved and not in a purclv arbitrar)- and unintelli-

gible fashion. It is the function of the law of value to explain

how this happens and what the outcome is. Marx makes this

point in an important passage near the end of Capital:

Since individual capitalists meet one another only as owners

of commcidities, and every' one seeks to sell his commodity as

dearly as possible (beings apparently guided in the regulation of

his production by his own arbitrary \\ill), the internal law en-

forces itscll merely hy means of their competition, by their

mutual pressure upon each otlier, by means of which the various

deviations arc balanced. Only as an internal law, and from tlie

point of view of the individual agents as a blind law, does the

law of value exert its influence here anjJ maintain the social

equilibrium of production in the turmoil of its accidental fluctua-

tions,'®

It follows that in so far as the allocation of productive activity

is brought under conscious control, the law of value loses its

relevance and importance; its place is taken by the principle of
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planning.* In the economics of a socialist society the theory of

planning should hold the same basic position as the theory of

value in the economics of a capitalist society. Value and plan-

ning are as much opposed, and for the same reasons, as capi-

talism and socialism.

5. V'alue and Price of Production

Price, as Marx uses the term in Volume i of Capital, is merely

the money expression of value. As such its analysis belongs to

the theory of money, which we shall not attempt to presenc in

this w'ork. In Volume in, however, there is the quire different

concept of ‘price of production.’ Prices of production are modi-

ficatiojis of values. Since, however, the differences between

prices of production and values are attributable to certain fea-

tures of capitalism that have not yet been taken into account,

wc shall postpone the discussion of the subject until a later stage

of the argument (see Chapter vu ^elow").

Only one point in this connection needs to be made here. As

we shall sec, prices of production are derived from values ac-

cording to certain general rules; the deviations are neither arbi-

trary nor unexplained- The view that has dominated Anglo-

American Marx criticism since Bohm-Bawerk,” namely, that the

theory of production price contradicts the theory of value, is

hence the very opposite of the truth. Not only docs the theory

of production price not contradict the theory of value; it is

based directly on the theory of value and would have no mean-

ing except as a development of the theory of value.

6. Monopoly Price

The introduction of monopoly elements into the economy of

course interferes with the operation of the law of value as the

• This contrast is correctly drawn by the former Soviet economist

Preobrashensky: in our country where the centralized planned economy
of the proletariat has been established and the law of value limited or

replaced by the planning principle, foresight and knowledge play an ex-

ceptional role as compared with the capitalist economy.’ E. Preobrashensky,

The New Economics (1926, in Russian), p. 11. 1 am indebted to Mr. Paul

Baran for calling iny acrenrion to this passage.
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regulator of the quantitative relations of production and ex-

change. ‘When wc speak of monopoly price/ Marx remarked,

‘we mean in a general way a price which is determined only by
the eagerness of purchasers to buy and by their solvency, inde-

pendently of the price whi^h is determined by the general price

of production and by the value of the product.’ In other

w^ords, the monopolist’s control over supply enables him to take

advantage of demand conditions. In this case, therefore, demand
acquires a special significance, and both price and quantity pro-

duced (hence also the allocation of labor) are different from

whSc they would be in a regime of competition. Moreover, and

this is the most serious aspect of monopoly from an analytical

point of view, the discrepancies between monopoly price and

value are not subject to any general rules, as is the case with the

discrepancies between production price and value. Later, when
we investigate monopolistic tendencies in capitalist society wc
shall find, however, that this arbitrary element in price deter-

mination under monopolistic ^:onditions is less troublesome than

might at first be thou^t. So far as the functioning of the system

as a whole is concerned, we shall discover that the kind, if not

the extent, of changes caused by monopoly can be reasonably

well analysed and interpreted.*

Before we leave the subject of monopoly price, one point in

particular needs to be stressed. Quantitative-value relations are

disturbed bv monopoly cjualitativc-value relations are not. In

other words, the existence of monopoly does not in itself alter

the basic social relations of commodity production: the organiza-

tion of production throflgh the private exchange of the indi-

vidual products of labor. Nor does it change the essential com-

mensurability of commodities: that is to say, the fact that each

represents a certain portion of the time of the total social labor

force, or, to use Marx’s terminology, that each is a congelation

of a certain amount of abstract labor. This is an important point,

for it means that even under monopoly conditions we can con-

tinue to measure and compare commodities and aggregates of

commodities in terms of labor-time units in spite of the fact that

the precise quantitative relations implied in the law of value no

longer hold.

• See Chaprer xv below.



IV

SURPLUS VALUE AND CAPITALISM

It is important not to confuse comm^nlity production in general

with capitalism. It is true that only under capitnli^T) ‘all or even

a majority of the products take the form of commodities,’ ^ .so

that capitalism can certainly he said to imply commodity pro-

duction. But the converse is not true; commodity production

does not necessarily imply capitalism. In fact a high degree of

development of commodity production is a necessary precondi-

tion to the emergence of capitalism. In order, therefore, to apply

our theory of value to the analysis of capitalism it is first neces-

sary to inquire carefully into the special features wfiich set this

form of production off from the general c'>ncept of commodity
production.

1. Capitalism

Under simple commodity production, to which we have so

far largely confined our attention, each producer owns and

works with his own means of production; under capitalism

ownership of the means of production is vested in one set of

individuals while the work is performed by another. Both means

of production and labor power, moreover, are commodities, that

is to say, both are objects of exchange and hence bearers of

exchange value. It follow’s that not only the relations among
owners but also the relations between owners and non-owners

have the character of exchange relations. The former is charac-

teristic of commodity production in general, the latter of capi-

talism only. We maw therefore say that the buying and selling

of labor powxr is the differentia specifica of capitalism. As Marx
expressed it:

The historical conditions of its existence are by no means given

with .the mere circulation of money and commodities. It can

spring into life only when the owner of the means of produc-

56
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tion and subsistence meets in the market with the free laborer

selling his labor power. And this one historical condition com-
prises a world’s history. Capital, therefore, announces from its

first appeararfte a new epoch in the process of social produc-

tion.* ^

In simple commodity production the producer sells his prod-

uct in order to purchase other products which satisfy his spe-

cific wants. He starts with C'onmiodities, turns them into Money,

and thence once again into Commodities. Commodities constitute

the beginning and end of the transaction which finds its rationale

in the fact that the commodities acquired are qualitatively differ-

ent from those given up. Marx designates this circuit symboli-

cally as C-Af-C. Under capitalism, on the other hand, the capi-

talist, acting m his capacity as a capitalist, goes to market with

Money, purchases Commodities (labor power and means of pro-

duction), and then, after a process of production has been com-

pleted, returns to market with a product which he again con-

verts into Money. Tifiis process is designated as Af-C-Af. Money
is the beginning and end; the rationale of C-A/-C is lacking, since

money is qualitatively homogeneous and satisfies no wants.

Indeed it is evident that if the Af at the beginning has the same

magnitude as the M at the end, the whole process is pointless.

It follows that the only meaningful process from the standpoint

of the capitalist is Af-C-A/', where AT is larger than Af. The
qualitative transformation of use value is here replaced by the

• Tills is often expressed by saying that capitalism, unlike earlier eco-

nomic systems, is based up«n liec labor. The question may occur to the

reader whether by this criterion the modem fascist a onomy is capitalist.

The answer^ is cenainly in the affirmative. The most thorough study of

National Socialist Germany yet to be m^dc answers this question in the

following manner ‘Freedom of the labor contract means . .
.
primarily a

clear distinction between labor and leisure time, which introduces the ele-

ment of calculabiliry and predictability into labor lelations. It means that

the worker sells his labor power for a time only, which is either agreed

upon or fixed by legislative acts . . . Such freeflom of the labor contract

still exists in Germany , . . The distinction between labor and leisure is

as sharp in Gennany as it is in any democracy, even though the regime

attempts to •ontrol the worker’s leisure time . . . Every attempt of the

National Socialist lawyers iia supersede the labor contract by another

legal instrument (such as communin’^ relations) has failed, and ... all re-

lations between employer and employee are still contractual ones.' Franz
Neumann, Behevtoib
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quantitative expansion of exchange value as the objective of pro-

duction. In other words, the capitalist has reason for laying out

money for labor power and means of production only if he

can thereby acquire a larger amount of money, llhe increment

of money, the difference between Af' jnd Af, is what Marx calls

surplus value; • it constitutes the income of the capitalist as capi-

talist and furnishes ‘the direct aim and determining incentive of

production.’ ®

It is of the utmost importance not to overlook the implications

of this analysis. For Marx the decisive importance of surplus

value is due to the specific historical form of capitalist produc-

tion. The following passage brings this point into sharp relief:

The simple circulation of commodities—selling in order to buy—
is a means of carrying out a purpose unconnected with circula-

tion, namely, the appropriation of use values, the satisfaction of

wants. The circulation of money as capital is, on the contrary,

an end in itself, for the expansion of value takes place only

within this constantly renewed movement.<> The circulation of

capital has therefore no limits. Thus the conscious representative

of this movement, the possessor of money, becomes a capitalist.

His person, or rather his pocket, is the point from which the

money starts and to wliich it returns. The expansion of value

^

'which is the objective basis or imhi-spring of the circulation

M-C-M, becomes his subjective amt, and it is only in so far as

the appropriation of ever more and more wealth in the abstract

becomes the sole motive of his operations that he functions as

a capitalist, that is, as capital personified and endowed with con-

sciousness and a will. Use values nnist therefore never be looked

upon as the real aim of the capitalist; neither must the profit on

any single transaction. The restless fiever-evding ^process of

profit-making alone is what he aims at.*

One need only contrast this statement with the all but universal

view of orthodox ecoiv)mists that the acquisition of surplus value

as an incentive of production derives from an innate character-

istic of human nature (the so-called ‘profit motive’) to see how
deep is the gulf separating Marxian^ from orthodox political

economy. We shall have frequent occasion, in later chapters, to

• The German word is Mehrwert, literally ‘more value.’
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revert to this point; until it has been thoroughly grasped there

can be no question of a genuine understanding of Marx.

2. The Origin of Surplus Value

In order to discover the origin of surplus value it is first neces-

sary to analyse the value of the commodity labor power. When
we say that labor power is a commodity, we do not imply that

labor is itself a commodity. The distinction is an important one

and must be carefully borne in mind; it may be clarified as

follows. The capitalist hires the worker to come to his factory

on a certain day and be prepared to perform whatever tasks arc

set before him. In so doing he is buying the worker’s capacity

to work, his labor power; but so far there is no question of the

expenditure of brain and muscle which constitutes actual labor.

The latter enters the picture only when the worker is set into

motion on a specific task. Labor, in other words, is the use of

labor power, just as, to use A4arx’s analogy, digestion is the use

of the power to digest?

In the strictest sense labor power is the laborer himself. In a

slave society this is obvious, since what the purchaser buys is

the slave and not his labor. Under capitalism, however, the fact

that the labor contract is legally limited or terminable, or both,

obscures the fact that what the worker is doing is selling himself

for a certain stipulated j^eriod of time. Nevertheless this is the

reality of the matter, and the concept of a day’s labor power

is probably best understood to mean simply a laborer for a day.

Now since labor powef is a commodity it must have a value

like any other commodity. But how is the value of ‘this peculiar

commodity’ determined? Marx answers this question in the fol-

lowing manner:

The value of labor power is determined, as in the case of every

other commodity, by the labo’- time necessari^ for the production

and consequently also the reproduction of this special article

. . . Given the individual, the production of labor power con-

sists in his reproduction of himself or his maintenance. There-

fore the labor time requisite* for the production of labor power
reduces itself to that necessary for the production of those means

of subsistence; in other words, the value of labor power is the
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value of the means of subsistence necessary for the maintenance

of the laborer . . . His means of subsistence must ... be suffi-

cient to maintain him in his normal state as a laboring individual.

His natural wants, such as food, clothing, fuel, and housing vary

according to the climatic and other physical conditions of his

country. On the other hand the nufhber and extent of his so-

called necessary wants ... are themselves the product of his-

torical development and depend, therefore, to a great extent on
the degree of civilization of a coun'^ry . .

We shall return to this problem below; * for the present the

following point is to be particularly noted: that the value of

labor power reduces to the value of a more or less definite quan-

tity of ordinary commodities.

We are now ready to proceed with the analysis of surplus

value. I'he capitalist comes into the market with money and

buys machinery, materials, and labor power. He then combines

these in a process of production which results in a certain mass

of commodities which are again thrown upon the market. Marx
assumes that he buys what he buys at tb^ir equilibrium values

and sells what he sells at its equilibrium value. And yet at the

end he has more money than he started with. Somewhere along

the line more value—or surplus value—has been created. How is

this possible?

It is clear that surplus value cannot arise from the mere process

of circulation of commodities. If every one were to attempt to

reap a profit by raising his price, let us say by 10 per cent, what

each gained as a seller he would lose as a buver, and the only

result would be higher prices all arwmd fiom which no one

would benefit. It seems to be equally obvious that the materials

entering into the productive process cannot be the source of

surplus value. 7'he value which the materials have at the outset

is transferred to the product at the conclusion, but there is no

reason to assume that they possess an occult powder to expand

their value. The sante is true, though perhaps less obviously, of

the buildings and machines which are utilized in the productive

process. What differentiates buildings and machinery from ma-

terials is the fact that the former transfer their value to the final

product more slowly, that is to say, over a succession of produc-

• See pp. 87 ff.
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tion periods instead of all at once as in the case of materials. It

is, of course, true that materials and machinery can be said to

be physically productive in the sense that labor working with

them can turn out a larger product than labor working without

them, but physical produc|ivity in this sense must under no cir-

cumstances be confused with value productivity. From the stand-

point of value there is no reason to assume that either materials

or machinery can ultimately transfer to the product more than

they themselves contain. This leaves only one possibility, namely

that labor power must be the source of surplus value. Let us

examine this more closely.

As we have already seen, the capitalist buvs labor powxr at

its value, that is to say, he pavs to the w’orker as wages a sum
corresponding to the value of the wv^rkcr’s means of subsistence,

l.ct us suppose that this value is the product of six hours’ labor.

This means that after production has proceeded for six hours the

w'orker has added to the value of the materials and machinery

used up- a value whjph W’e 4cnow reappears in the product—an

additional value siifficicnr to covei his own means of subsistence.

If the process w^ere to break otf at this point the capitalist would

be able to sell the product for just enough to reimburse himself

for his outlays. But the worker has sold himself to the capitalist

for a day, and there is nothing in the nature of things to dictate

that a working day shall be limired to six hours. Let us assume

that the working Oay is tw'clve hours. Then in the last six hours

the wHirkcr continues to add value, but now^ it is value over and

above that wdiich is nec^ssai v to cover his means of subsistence;

it is, in short, surplus value which the c.ipitalist can pocket for

himself.

Fvery condition of the problem is satisfied, w'hile the laws that

regulate the exchange of commodincs have been in no way
violated. For the capitalist as buver paid for each commodity,

for the cotton, the spindle, «nd the labor^power, its full value.

He sells his jarn ... at its exact value. Yet for all that he with-

draws . . . more from circulation than he originally threw

into it.®

I'he bare logic of this reasoning can be expressed in a sim-

pler manner. In a day’s work the laborer produces more than
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a day’s means of subsistence. Consequently the working day can

be divided into two parts, necessary labor and surplus labor. Un-
der conditions of capitalist production the product of necessary

labor accrues to the laborer in the form of wages, while the

product of surplus labor is appropriated by the capitalist in the

form of surplus value. It is to be noted that necessary labor and

surplus labor as such are phenomena which are present in all so-

cieties in which the productiveness of human labor has been

raised above a certain very low minimum, that is to say, in all

but the most primitive societies. Furthermore, in many non-capi-

talist societies (e.g. slavery and feudalism) the product of sur-

plus labor is appropriated by a special class which in one way
or another maintains its control over the means of production.

What is specific to capitalism is thus not the fact of exploitation

of one part of the population by another, but the form which

this exploitation assumes, namely the production of surplus

value.

3. The Componenis of V,\lue

From the foregoing analysis it is apparent that the value of

any commodity produced under capitalist conditions can be

broken down into three component parts. The first part, which

merely represents the value of the materials and machinery used

up, ‘does not, in the process of production, undergo any quanti-

tative alteration of value.’ ^ and is therefore called ‘constant capi-

tal.’ It is represented symbolically by the letter c. The second

part, that which replaces the value of labor power, does in a

sense undergo an alteration of value in •that ‘it both reproduces

the equivalent of its own value, and also produces an excess, a

surplus value, which may itself vary, may be more or Kess accord-

ing to circumstances.’ ® This second part is therefore called ‘vari-

able capital’ and is represented by the letter v. The third part is

the surplus value itself, which is designated by s. The value of a

commodity may, in keeping with this notation, be written in the

following formula:

c + V + s = totaj value

This formula, moreover, is not limited in its applicability to the

analysis of the value of a single commodity but can be directly
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extended to cover the output during a certain period of time,

say a year, of an enterprise or of any group of enterprises up
to and including the whole economy.

Two comments may be made in this connection. First, it

should be noted that the^ formula just presented is in effect a

simplified version of the modern corporate income statement.

Total value is equivalent to gross receipts from sales, constant

capital to outlay on materials plus depreciation, variable capital

to outlay on wages and salaries, and surplus value to income avail-

able for distribution as interest and dividends or for reinvestment

innhe business. Marx’s value theory thus has the great merit, un-

like some other value theories, of close correspondence to the

actual accounting categories of capitalistic business enterprise.

Second, if the formula be extended to take in the entire econ-

omy it provides us with a conceptual framework for handling

what is usually called the national income. Nevertheless, it is

necessary not to overlook the differences between the Marxian

income concepts and those which are employed by most modern

investigators. If wx*use capital letters to designate aggregate

quantities, we can say that modern theorists, when they speak

of gross national income, commonly include V + S plus that

part of C which represents depreciation of fixed capital, but ex-

clude the rest of C. By net national income, they mean simply

V + S, which includes all payments to individuals plus business

savings. Comparing Marxian with classical terminology we find

a different type of discrejwjic' By ‘gross revenue’ Ricardo, for

example, understood what modern theorists call net income, that

is to say, K + S, while <liet revenue’ to Ricardo signified surplus

value alone, thar is to say the sum of profits and rent.*

4. The Rate of Surplus Value

The formula r -|~ u + ^ constitutes the analytic backbone, so

to speak, of Marx's economic theory. In* the remainder of this

chapter we shall define and discuss certain ratios which are de-

rived from jt.

The first of these ration is called the rate of surplus value, is

•For further discussion of the relation between the value formula and
inconne concepts, sec Appendix A below.
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defined as the ratio of surplus value to variable capital, and is

denoted by /

s
— s' rate of surplus value

V ^

The rate of surplus value is the capitalist fonn of what Marx

calls the rate of exploitation, that is to say, the ratio of suiplus

labor to ncccssarv labor Ihus suppose that the workinGr day is

12 hours, and that 6 hours m ncccssarv labor and 6 hours siii-

plus labor Then in inv soticry in which the product <»f surplus

labor IS appropriated bv an exploiting chss, we shall have i rSte

of exploitation given b\ the tollovving ratio

6 his

6 hrs
“

Under capitalism the pioduct of hboi assumes the value form

If we assume thit m one houi the v\f»rk(i p»otiuecs 1 v due ol $1

the rate of surplus value will be giv^n bv

_ 100 per cent

which is, of course numeric illy identicd with the me of ex-

ploitmon The two concepts, rate exploitation and rue of

surplus value, can often l)c used intcxc hinge iblv luit it 1 im-

portant to remember thir the foiincr is the mou general concept

applicable to all exploitative 'societies whdt the latter applies onlv

to capitalism

The magnitUile of the rue of uirpliis v due is directly dctei-

nimed by three fictor the length of the woiku^g dry, the

quantity of conimoditic'‘ enteiing into the rt d wage, and the pro-

ductiveness of libor The first establishes the tot^'l time to be

divided between necessity and surplus Idior, and the second and

third together dcterrunc how much of this tunc is to be cou ucd

as necessary labor 1 ach of these three factors is m turn the focal

point of a complex of forces v'hieh have to he analysed in the

further development of the theory ,Iht rate of surplus value

may be raised either l)v an extension of the working day, or hy

a lowering of the real wage, or bv' an increase m the produc-
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tivencss of labor, or, finally, by some combination of the three

movements. In case of an increase in the length of the working

day, Marx speaks of the production of absolute surplus value,

while either a* lowering of the real wage or an increase in pro-

ductivity, leading to a reduction of necessary labor, results in

the production of relative surplus value.

Marx almost always works with the simplifying assumption

that the rare of surplus value is the same in all branches of in-

dustry and in all firms \\ithin each industry. This assumption

implies certain conditions which arc never more than partially

realized in practice. First there must be a homogeneous, trans-

ferable, and mobile labor force. This condition has already been

discussed ar considerable length in connection with the concept

of abstract laiior;* il it is satisfied we can speak of ‘a competi-

tion among the laborers and an equilibration bv means of their

continual emigration from one sphere of production to another.’ ®

Second, each industry and all the firms within each industry

must use just the amottnr labor which is socially necessary

under the existing circumstances. In other words it is supposed

that no producers operate with an exceptional!}^ high or excep-

tionally low level of technique. To the extent that this condition

is not satisfied, some producers wull have a higher (or lower)

rate of surplus value than the social average, and these div^ergences

will not he eliminated by the transferability and mobility of labor

as betw een occupations and firms.

It is important to understand that the as.sumption of equal tates

of surplus value is based^ in the final analysis, upon certain very

real tendencies of capitahst production. ^\’^orkers do move out

of low-wag^ areas into higher-w’age areas, and producers do trv'

to avail themselves of the most advanced technical methods. Con-

sequently the assumption can be said to be no more thin an

idealization of actual conditions. A-^ Marx expressed it:

Such a general rate of surplus v'alue—

a

tendenev, like all other

economic law^s—has been assumed by us for the sake of theoreti-

cal simplifigition. But in reality it is an actual premise of the

capitalist mode of production, although it is more or less ob-

structed by practical frictions causing more or less considerable

• See above, pp.
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differences locally, such as the settlement laws for English farm

laborers. But in theory it is the custom to assume that the laws

of capitalist production evolve in their pure form. In reality,

however, there is but an approximation. Still this? approximation

is so much greater to the extent that the capitalist mode of pro-

duction is normally developed, and to the extent that its adultera-

tion with remains of former economic conditions is outgrown.^®

5. The Organic Composition of Capital

The second ratio to be derived from the formula c -|- s

is a measure of the relation of constant to variable capital in the

total capital used in production. Marx calls this relation the or-

ganic composition of capital. Several ratios would serve to indi-

cate this relation, but the one which seems most convenient is

the ratio of constant capital to total capital. Let us designate this

by the letter q. Then we have:

^ = organic cofnposirion of capital

In non-technical language the organic composition of capital is

a measure of the extent to which labor is furnished with mate-

rials, instruments, and machinery in the productive process.

As in the case of the rate of surplus value, the factors which

determine the organic composition of capital at any time are

themselves subject to a variety of causal influences. Certain im-

portant aspects of the problem will be discussed as we proceed.

For the present we need only note thatjhe rate of real wages, the

productivity of labor, the prevailing level of technique (closely

related to the productivity of labor), and the extent of capital

accumulation in the past all enter into the determination of the

organic composition of capital.

The assumptions which Marx makes concerning the organic

composition of capital will he considered in the next section in

connection with the rate of profit.
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6. The Rate of Profit

To the capitalist the crucial ratio is the rate of profit, in other

words, the ratio of surplus value to total capital outlay. If we
designate this by p, we tiave:

—i— = p = rate of profit

Several things need to be pointed out in connection with this

ratio. In the first place, in directly identifying surplus value with

profit we are assuming that no part of surplus value has to be

paid over to the landlord in the form of rent. This is an as-

sumption which Marx makes until Part vt of Volume iii of Capi~

taly where he first introduces the problem of rent. 1 his procedure

Marx explained in a letter to Engels setting forth a preliminary

outline of Capital, in the \\hole of this section |at the time called

‘Capital in Generar] . . . landed property is taken as = 0; that

is, nothing as yet concerns landed property as a particular eco-

nomic relation. This is the only possible way to avoid having to

deal with everything under each particular relation.’ Since it

is beyond the rather limited scope of the present work to at-

tempt a discussion of the theory of rent, we shall adhere to the

assumption in question throughout.

In the second place, the formula s/(c + strictly speaking,

shows the rate of profit on the capital actually used up m pro-

ducing a given commodity In prattice the capitalist usually cal-

culates the rate of pr<ffit on his total investment for a given

period of time, say a year. But total investment is generally not

the same Ss capital used up during a year since the turnover

time of different elements of total investment varies widely.

Thus, for example, a factory building may last for fifty years,

a machine for ten years while the outlaj^ on wages returns to

the capitalist every three nionths. In order to simplify the theo-

retical exposition, and to bring the rate of profit formula into

conformity, with the usual concept of an annual rate of profit,

Marx makes the assumptidh that all capital has an identical turn-

over period of one year (or whatever unit period is chosen for

the purposes of analysis). This implies that the productive
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process requires a year, that the materials, machinery, and labor

power bought at the beginning of the year are exhausted by the

end, and that the product is then sold and all outlays recovered

with the addition of surplus value. This is not to say that Marx
ignores questions connected with varying turnover periods any

more than he ignores the problem of rent; on the contrary, a

large part of Volume ii is devoted to complications arising from

the differences in turnover times of different elements of capital.

But here again, in order to restrict the scope of our discussion

and to focus attention on the essential elements of the theory, we
shall retain the assumption given above throughout the preseVit

work.

As for the factors determining the rate of profit, it is easy

to demonstrate that they are identical with the factors deter-

mining the rate of surplus value and the organic composition

of capital. In mathematical language, the rate of profit is a func-

tion of the rate of surplus \alue and the organic composition

of capital. Remembering the definitions s' - sk\ ^ = r (r \ ?>),

and p sl(c ^ u), it follows by simple manipulation <hat

p =

Thus, in spite of the fact that the rate of profit is the crucial

variable from the point of view of the behavior of the capitalist,

for purposes of theoretical analysis it must be looked upon as de-

pendent upon the two more primary variables, the rate of sur-

plus value and the organic composition of capital. This is the

procedure w'hich Marx in effect adopted and which will be fol-

lowed in our subsequent inv c.stigacjon.s.-f*

Just as in the case of the rate of surplus value, so also in the

case of the rate of profit the assumption of gcncraf equality as

between industries and firms is made. The neccssarv conditions

are strictly parallel in the two cases. To the mobility of labor

• As follows; •

5 5^-4“ — sc 5(c -h v) — iC

^ C + V v{c v) v(c -I- V) v{c -h V)

sic -f v) si s
zs — ss —

. Pic -f i;) v(c -h r'i V

t See particularly Chapter vi below.

V c -i- r
S'ii - g).
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away from low-wage areas to higher-wage areas corresponds the

mobility of capital from low-profit areas to higher-profit areas,

while in both instances a genera) equality in the lc\cl of tech-

nique IS requited. Any capitalist who is able to maintain an ad-

vantage m point of technical methods is able to enjoy a higher

rate of surplus value and therefore also a higher rate of profit

than his Icllous. The justification for the two assumptions is

therefore virtualh tht same, though it is perhaps true that in

practice, and ip th* absence of monopoly, capital is both more

homogeneous and nioie mobile than labor

At this point we cmountei for the first rime an interesting

theoretical problem If both rates of sniphis \alue and rates of

profit are e\ er\ u here equal then it follov s that, if the exchange

of commoditi s is to take place in accordance with the law of

value, organic compositions of capital must also be everv^where

the same Ihis can be readily dtmonstiarcd by assuming tw^o

f oinmodities with cqiul \ ilucs and tquil latcs of surplus value

bur with different oreinic c qit positions of capital For example,

the \aluc of lomii f»dit> \ is tnuic up o^ 10c -f 20v -f 20s

50, and thit of B p made up of lO't^ -1- IO1 — ^0 . The
late of surplus value is m each case 100 per cent and their re-

spective values arc identical, presuniabK^ they should exchange

for each other on 1 one to one basis \et if this happens it is

obvious that the capitalist producing A will have a profit rate of

66 y» per cent, while the c ipiiahst pioducing B will have a profit

rate of only 2 ^ per t ent Ihjs could not be a position of equilib-

rium.

It will he rccallc,i that th cquilir\ in rare*' ft surplus value

and in rates^of profit was predicated upon actual tcndciKics at

work in capitalist production, tendencies which aiise from the

force of competition Can we peihaj^s is>cit that theie is also

an actual tendency to cqualitv in orgmic compositions of capi-

tal so that the difficulty ca^ hi* overcome. by making a similar

assumpnon here-^ Flu answci is no \\ itliin a given industry there

IS undoubtedly a tendency for oigamc compositions of capital

to be equal a^ between firms. But as between industries producing

entirely different commudmes by widely varying methods no

such tendency exists, hor example there is obviously nothing to
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bring the ratios of constant to variable capital in the steel and

clothing industries into conformity.

The conclusion is therefore inescapable that in the real world

of capitalist production the law of value is not*" directly con-

trolling. It is entirely unjustifiable, /lowever, to draw the in-

ference from this fact, as critics of Marx invariably do. that the

theory of value must be scrapped and a new basis sought for

analysing the workings of the capitalist system.* It is perfectly

legitimate to postulate a capitalist system in which organic com-

positions of capital are everywhere equal and hence the law of

value does hold, and to examine the functioning of such a Sys-

tem. Whether or not this procedure is valid cannot be decided

a priori; it must be tested by dropping the assumption of equal

organic compositions and investigating the extent to which the

results which have been attained require to be modified. If the

modifications should prove to be of negligible importance, the

analysis based on the law of value would be vindicated; if, on

the other hand, they should turn oqt to be so great as to alter the

essential character of the results, then irfdeed we should have

to abandon the law of value and look for a fresh starting point.

Marx’s method conforms to the procedure just outlined.

Throughout the first two volumes of Capital, he ignores dif-

ferences in organic compositions, which is another way of say-

ing that he assumes that they do not exist. Then in Volume iii

he abandons this assumption and attempts to show that, from the

point of view of the problems which he was attempting to solve,

the modifications which result are of a relatively minor char-

acter. There is no doubt that the prdl>f which Marx gives for

this latter proposition is in some respects unsatisfactory, but by
substituting an adequate proof w e shall demonstrate *that both his

method and his conclusions are sound.!

Alone among critics of Marx’s theoretical structure, Bortkie-

wicz grasped the fujl significance of the law of value and its

• By far the best statement of this point of view is that of Bohm-
Bawerk, Karl Marx and the Close of his System. It is hardly an exaggera-

tion to say that subsequent critiques of Marxian econoqiics have been
mere repetitions of Bohm’s arguments. The one great exception is the

critique of Ladislaus von Bortkiewicz, which will be considered at various

points as we proceed.

t See Chapter vii below.
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use. Moreover, as we shall see, it was Bortkiewicz who laid the

basis for a logically unobjectionable proof of the correctness of

Marx’s method, a fact which entitles him to be considered not

only as a critic but also as an important contributor to Marxian

theory. Bortkiewicz’s statement on the question at issue is worth

quoting at this stage' of the analysis:

The fact that the law of value is not valid in the capitalistic

economic order depends, according to Marx, on a factor, or

series of factors, which does not constitute but rather covers up
the essence of capitalism. Assuming that the organic composition

of capital were the same in all spheres of production, the law

of value would be directly controlling for the exchange of com-
modities without stopping the exploitation of workers by capi-

talists and without substituting any other motive for the capi-

talists’ search for profits in determining the size, direction, and

technique of production.^*

Here we have in a nutshell the reason for assuming equal or-

ganic compositions of^capital# This assumption is not to be con-

fused with the assumptions of equal rates of surplus value and

equal rates of profit, however. The latter have their justification

in actual tendencies at work in a competitive capitalist economy;

the former involves a deliberate abstraction from conditions

which undoubtedly exist in the real world. Its full justification

can be demonstrated, thtrefore, only at a later stage, when the

consequences of lettmg it drop are examined.





PART TWO

THE ACCUMULATION PROCESS





V

ACCUMULATION AND THE RESERVE ARMY

1. Simple Reproduction

It k useful, and even necessary, for theoretical purposes to

imagine a capitalist system which runs on year in and year out

in the same channels and without change. This enables us to com-
prehend the stiucture of relations obtaining in the system as a

whole in their clearest and simplest form. To follow this pro-

cedure is not to imply, however, that there ever was or could

be a real capitalist system which remained the same year after

year. Indeed when w^e examiye the case from which change is

supposed to be absent, *t will appear that some of the most essen-

tial elements of capitalism as it really exists have been deliberately

ignored.

Fran9ois Quesnay, the leader of the Physiocrats, was the first

economist to attempt a systematic presentation of the structure

of relations existing in capitalist production. His famous Tableau

Eco7iov7iquc (1758) for tiiis reason alone was a milestone in the

development of economic thought—Marx called it ‘incontestably

the most brilliant idea of whi 'h political economy had hitherto

been guilty.’ ^ Marx was ^eaf*y influenced by Quesnay and re-

garded his own scheme for analysing the structure of capitalism,

which in its most elementary form he called ‘Simple Reproduc-

tion,’ as an improved version of the Tableau.*

• A letter from Marx to Engels, dated o July 186?, opens as follows:

‘If you find it possible in this hcit, look at the enclosed Tableau eco-

nomique which I substitute for Quesnay’s Table, ami tell me of any objeC'

tions you may have to it. It embraces the whole process of reproduction.’

Selected Correspondence, p. 15?. In Capital Marx abandoned the diagram-

matic form of the scheme accompanying this letter, but the ideas are there

with the exposition greatly expaifdcd. See particularly Volume i. Chapter

XXIII and Volume ii, Chapter xx. For a discussion of the relation between

Quesnay’s tableau and Marx’s reproduction schemes, see Appendix A
below.

75
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Simple Reproduction refers to a capitalist system which pre-

serves indefinitely the same size and the ^ame proportions among
Its various parts. For these conditions to be satisfied capitalists

must every year replace all capital worn out oV used up and

spend all of their surplus value on% consumption, and workers

must spend all of rheir w'ages on consumption. If these require-

ments were not fulfilled there would take place cither an accumu-

lation or a depletion of the stock tf means of production, and

this IS excluded by h\ pothesis We can see the reasons for these

statements more easily if we represent Simple Reproduction in

the notational language introduced in the la^t chaptei

Suppose that all industrv is divided into two great branches-

in I means of production ire produced, and in II consumption

goods are produced For some purposes it is convenient to sub-

divide the consumption goods branch into one producing work-

ers’ consumption goods, or wage goods, and one producing capi-

talists’ consumptiuu goods, oi what mav be cdled luxuiv goods

While we shill want to work witji a three branch reproduction

scheme in ( hapter vii below, a two-braiicfi scheme i<f simpler and

tully adequate to our present purposes

l^et Cl and be the cemstant capital engaged respectively in

I and II, similarly let Vi and be the variable capital, Si and 12

the surplus v^'ue, and ivi and u » the product mcasuied in value

of the two branches respectively

Then we shall hive the following nblc rcpre>enting the total

production

I '2' 1 t ^1 *^’1

II C2 r 4 ~ 14 1.

Foi the conditions ot Simple Rtpioducnon to be satisfied, the

const lilt capital iis< d up must be equal to the output of the

piodnccrs goods blanch, and the combined consumption of capi-

talists ind worker^ inusi he equal to the output of the consumers*

goods branch This*mcans that

C2 = Cl “4“
-f- Si

Vi -r C2 + V2 + S2

• The distinction as drawn bv Marv is between "necessities of life and
articles of luxury * Cflpiral 11, C hap xx. Sec 4
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By eliminating Ci from both sides of the first equation and

V2 H- ^2 from both sides of the second equation, it will be seen

that the nvo reduce to the following single equation:

+ Sx

This, then, may be called the basic condition of Simple Re-

production. It says simply that the value of the constant capital

used up in the consiimptH»n goods branch must be equal to the

value of the commodities consumed by the workers and capi-

talists engaged in producing means of production. If this condi-

tion IS satisfied, the scale ol piodiiction remains unchanged from

one year to the next.

Before proceeding, let us examine the reproduction scheme in

somewhat more derail. Perhaps irs greatest importance lies in the

fact that it provides a unified framework for analysing the in-

terconnections of output .ind mi orne. a problem which was never

S)\stcmaticallv or adt<|uatf ly dealt with by the classical econo-

mists. Production is rwo broad categories: output

of means of production and output of means of consumption.

Taken together these ( on^tinite the iggregarc social supply of

commodities. Income, on the other hand, may be said to be

divided into three caregone-,, the income of the capitalist which

must be spent on means ot production if he is to maintain his

position as a capitalist, the income of the capitalist whicfi he is

free to spend for consumption i surplus value;, and the income

of the worker (wages). Since, however, there are capitalists

and workers in both of jhc great liranchcs of production, it is

perhaps better to say that income is duuded into six categories,

three for eai^h branch. Taken together these constitute the ag-

gregate demand for coinmodincs. Now’ it is obvious that in

equilibrium aggregate supply and aegregate demand must bal-

ance, but w hat is not so obvious is tlie interrelation between the

various elements of the tw^o aggregates w^iich will just suffice

to create such a balance. It is one of the most important functions

of the reproduction scheme to throw light on this problem. In

fulfilling this* function, it may be noted in passing, the reproduc-

tion scheme lays the groundwork for an analysis of discrepancies

between aggregate supply and aggregate demand which, of
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course, manifest themselves in general disturbances of the produc-

tive process.*

Each of the items in the reproduction scheme has a twofold

character in that it represents an element of demand and at the

same time an element of supply. Consider Ci; it constitutes a

pan of the value of the output of means of production and it

also constitutes a part of the receipts of the capitalists of de-

partment 1 derived from the sale of means of production and

normally destined to be spent for fresh means of production.

I'hus Ci represents both supply of and demand for means of

production. The requisite exchanges always take place among *the

capitalists of Department I; value to the amount of Ci pursues,

so to speak, a circular course emerging from one end of the

means of production branch and circling back to enter the same

branch at the beginning of the next production period. The next

item IS Vi which represents that part of the value of output of

means of production which replaces w^ages, it is thus supply of

means of production. On the otherr hand Vi is also the w’ages of

the workers engaged in producing means of production and as

such it obviously constitutes demand for means of consumption.

Here there is no matching of the supply and demand elements.

Exactly the same holds, under the assumption of Simple Repro-

duction, for Si as for vi except that here we have to do with the

surplus value ot the capitalists in Department I. We complete

the analysis of Department I with a supply of means of produc-

tion equal to Vi -f- Si undisposed of, and with a demand for means

of consumption of the same magnitud^e unsatisfied. Now let us

turn to Department II, the production of means of consump-

tion. A part of the output of consumption goods,equal to Cj,

representing the value of means of production used up in turn-

ing out consumption goods, corresponds to demand for fresh

means of production by the capitalists of Department II. Here

again there is no direct matching between supply and demand. It

is otherwise with V2 and J2; these represent both supply of and

demand for consumption goods. As in the case of Ci the neces-

sary exchanges can take place altogcfher within one department,

this time Department II. Department II is thus left with an ‘un-

• See Chapter x below.
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sold’ supply of consumption goods equal to C2 and an unsatis-

jfied demand for means of production of the same magnitude.

Coming now to the relations between the two departments wc
note that I ha?; a supply of means of production and a demand
for means of consumption iequal to Vi + Su and II has a demand
for means of production and a supply of means of consumption

equal to €2- It is apparent that the two departments can, so to

speak, do bu iness with each other, and provided that Vi + Si is

exactly equal to C2 their mutual exchanges will clear the market

for both means of production and means of consumption and

bring aggregate supply and aggregate demand into balance.

This reasoning brings us again to the equilibrium condition

of Simple Reproduction by a method "which should have the

advantage of laying bare the inherent logic of the icproduction

scheme. The reproduction scheme is in essence a device for dis-

playing the structure of supplies and deman^ds in the capitalist

economy in terms of the kinds of commodities produced and

the functions of the recipients of incomes. It should be added,

however, that no causSl inferences can be drawn from the scheme

as such; the scheme provides a framework, not a substitute, for

further investigation.

2 . The Roois of Accumulation

The reader may !*ave reflected that the capitalist who lives

in the imaginary world of Simple Reproduction does not manifest

the characteristics which wer^ attributed to capitalists in the last

chapter. There it was pointed out that ‘use values must never

be looked upon as the real aim of the capitalist,’ yet we have

now constnitted a system in which capitalists receive the same

income year in and year out and always consume it down to the

last dollar. Clearly under such circumstances use values would

have to be regarded as the aim of the capitalist.

The conclusion is inescapable that Simple Reproduction in-

volves abstraction from what is most essential in the capitalist^

namely, his epneem to expand his capital. He gives effect to this

by converting a portion—fiequently the major portion—of his

surplus value into additional capital. His augmented capital then

enables him to appropriate still more surplus value, which he in
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tam converts into additional capital, and so on. This is the proc-

ess known as accumulation of capital; it constitutes the driving

force of capitalist development.

The capitalist, as Marx observed, ‘shares with* the miser the

passion for wealth as wealth. But tlwt which in the miser is a

mere idiosyncrasy, is, in the capitalist, the effect of the social

mechanism of which he is but one of the wheels.’ ^ It is of the

utmost importance to grasp this point. The circulation form

iW-C-Af', in w^hich the capitalist occupies the key position, is

objectively a value-expansion process. This fact is reflected in

the subjective aim of the capitalist. It is not at all a question of

innate human propensities or instincts; the desire of the capitalist

to expand the value under his control fto accumulate capital)

springs from his special position in a particular form of organi-

zation of social production. A moment’s reflection will show that

it could not be otherwise. I'hc capitalist is a capitalist and is an

important tigure in society only in so far as he is the owner

and representative of capital. Deprived of his capital, he would

be nothing. But cajutal has onh one quality, that eff possessing

magnitude, and from this it follows that one capitalist is dis-

tinguishable from another only bs ttic magnitude of the capirai

w^hich he represents. Ihe owmer of a large amount of capital

stands higher in the social scale than the ow ner of a small amount

of capital, position, prestige, power arc reduced to the quantita-

tive measuring rod of dollars and cents. Success in capitalist

society therefore consists m adding to one’s capital. ‘To ac-

cumulate,’ as Marx expressed it, ‘is to conquer the wwld of so-

cial wealth, to increase the mass of ffuman beings exploited by
him, and thus to extend both the direct and the indirect sw'av

of the capitalist.’

"

Given the urge to accumulate, an additional, reinforcing fac-

tor of hardly less importance enters into the motivation of the

capitalist. The gieatcst amount of surplus value and hence also

the greatest power to accumulate goes to the capitalist who ern-

^ploys the most advanced and efficient technical methods; con-

sequently the striving for improvements is unive,»-sal. But new'

and better methods of production tequire increased capital out-

lays and render obsolete and hence valueless existing means of

production. In Marx’s w'ords.
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1

the development of capitalist production makes ic constantly

necessary to keep increa^ng the amount of capital laid out in a

given industrial undertaking, and competition makes the inima-

nent laws of capitalist production to be felt by each individual

capitalist as external coerene law's It compels him to keep con-
stantly extending his capital, in order to preserve it, but extend

It he cannot except by means of progressuc accumulation,^

We see that the Marxian analysis relates capital accumulation

to the specific historical form of capitalist production The way
to success and social preferment lies through accumulation, and

he who refuses to enter the race stands in danger of losing out

altogether.

Corresponding to this anal v sis of accumulation, Marx sketched

in the outlines »^f a theory of capitalists’ consumptioii

At the historical dawn of capitalist production- and every capi-

talist upstart has personally to go through this historical stage-

ax arice and the desire to get rich arc the luling passions But the

progress <if capitalist production not only creates a woild of de-

lights, It la\s open in speculation and the credit sx'stem, a thou-

sand sources of sudden enrichment When a certain ^^tage of

development has been reached, a conventional degree of prodi-

gality, which IS also an exhibition of wealth and (onsequently a

source of credit, becomes a business necessity to the ‘unfortu-

nate’ capitalist. Luxury enters into capital's expenses of repre-

sentation . . Althou«yh, rheretore, the prodig.ditv ot the capi-

talist never possesses the bona hdc character ot the open-handed

feudal lord's prodigality, hut, on the contrarv, has always lurk-

ing behind it the most sordid waricc md the most anxious cal-

culation, vet his expenditure giows with his ar cuniulation with-

out the one necessaiily restricting the other Bur along with this

growth there is at the same time ckv doped in his breast a

Faustian conflict betx^ecn the passion foi accuiuunt»on and the

desire for enjov me nr *

Thus while the drive to accuni* late u mains jji in pr\ , it does not

exclude a paiallcl, and even in pan derivative, desire to expand

consumption
•

• Capital I, pp 650 M The ideawlut ‘luxury enters iplo capitnhs expenses

of representation contains an interesting foreshddowiiig ot Thorstein

Vtblcn’s doctrine of ‘conspicuous consuiiiption’ as expounded m The
Theory of the Leiiure Clasi
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It is interesting to compare Marx’s ideas about the motives be-

hind capitalists’ accumulation and consumption with the con-

temporary orthodox theories which laid stress on ‘abstinence’ and

‘waiting.’ According to the abstinence theory, 'it is painful for

the capitalist to ‘abstain’ from consumption in order to accumu-

late, and hen'^e interest on capital is to be looked upon as the

necessary reward for such abstinence. Against this Marx takes

the position that to accumulate capital, that is to say, to in-

crease one’s wealth, is a positive end and has ‘pleasures’ attached

to it quite as much as consumption does. It would be just as

logical, he suggests, to regard consumption as abstinence from

accumulation as vice versa:

It has never occurred to the vulgar economist to make the simple

reflection that every human action may be viewed as ‘abstinence’

from its opposite. Fating is abstinence from fasting, walking ab-

stinence from standing still, A\orking abstinence from idling,

idling abstinence from working, etc. These gentlemen would do

well to ponder . . . over Spinoza's: ‘Determinatio est negatio.’ ®

In short, capitalists want both to accumulate and to consume;

when they do cither it can be looked upon as abstinence from the

other; but looking at the matter in this way explains nothing.

When we come to 'the 'w'aiting’ theory—Alfred Marshall was

the leading exponent of this doctrine—matters arc, if anything,

worse. The idea here is that ultimately capitalists want to con-

sume everything they own. They do not do so now because if

they wait they can consume it with interest in the future. This

is the reductio ad absurdam of a consistent adherence to the

assumption that all economic behavior is directed to the satis-

faction of consumption wants. While the abscinence theory

merely slurs over the capitalist’s drive to accumulate wealth, the

w'aiting theory denies it altogether.

It is not to be overlooked that the abstinence theory was first

propounded by Nassau W. Senior in the 1830s and that the

earlier economists had generally taken an independent motive to

accumulate for granted. Thus Ricardo once wrote to Malthus:

‘I consider the wants and tastes ot mankind as unlimited. We all

wish to add to our enjoyments or to our power. Consumption
adds to our enjoyments, accumulation to our power, and they



ACCUMULATION AND THE VALUE OF LABCHl POWER 83

equally promote demand.^ ® As usual, Ricardo universalizes a

feature of capitalist production and applies it to ^mankind" in

general, but there is no trace of the abstinence point of view.

How can we explain this rather sudden change of front on the

part of the political econonAsts? The answer seems to lie in the

fact that the abstinence theory, as well as the waiting and time-

preference theories after it, operated as a defense of surplus value

and hence of the status quo. Before about 1830—Marx suggests

that the July revolution in France marks the turning point-

capitalism, generally speaking, had been an aggressive force at-

taclfing many, though certainly not all, aspects of the status quo.

When the victory had been won, however, it was necessary to

turn from attack to defense. Many of the differences between
the doctrines ol the classical economists and their successors can

be understood only when this fact is remembered; not the least

of these differences was signalized by the emergence of the ab-

stinence theory of accumulation.

3 . Accumulation and the Value of Labor Power—The
Problem Stated

It would be possible at this point to present a reproduction

scheme, which Marx calls Expanded Reproduction in contrast to

Simple Reproduction, showing the interrelation of supplies and

demands when accumulation is taken into account, that is to say,

when surplus value is no longer entirely consumed by capitalists

but is divided into three parts, .^nc being consumed by capitalists,

another added to constant^ capital, and a third added to variable

capital. But it seems wiser to postpone the presentation of Ex-

panded Reproduction until Chapter x below, when we shall be

ready to inquire more closely into its implications for the prob-

lem of crises. For the time being we arc interested in investigat-

ing the effects of the increased quantity of variable capital, or,

what comes to the same thing, the increasAl demand for labor

power, which is implicit in the accumulation process. For this

purpose we may simply assume the quantitative relations of sup-

ply and demand which are necessary to maintain the equilibrium

of Expanded Reproduction without going into the formal st;ruc-

ture of the scheme.

7
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Wc Start, then, from the undoubted fact that accumulation

involves an increase in the demand for labor power. Now when
the demand for any commodity increases, its price also increases;

and this entails a deviation of price from value. We know that

in the case of an ordinary commodity, say cotton cloth, this

will set certain forces in motion to bring price back into con-

formity with value; cotton-cloth manufacturers will make abnor-

mally high profits, capitalists from outside will be induced to

enter the industry, the supply of cotton cloth will be expanded,

price will fall until it is once again equal to value and profits

are normal. Having stated the general principle in this way/wc
arc at once impressed by a striking fact, labor power is no ordi-

nary commodity! There arc no capitalists who can turn to pro-

ducing labor power in case its price goes up; in fact there is

no ‘labor-power industry at all in the sense that there is a cot-

ton-cloth industry. Only in a slave society, like the pre-Civil War
South where slave breeding was carried on for profit, can one

properly speak of a labor-power industry. In capitalism generally,

the equilibrating mechanism of supply and demand i^ lacking m
the case of labor power.

As long as we were dealing with Simple Reproduction it was

possible to assume that labor power was selling at its value. There

was no contradiction involved in such an assumption since there

are no forces operating to produce a deviation between the price

of labor power and its value. As soon as accumulation is taken

into account, however, this ceases to be the. case. Accumulation

raises the demand for labor power, and it is no longer legitimate

simply to postulate an equality between wages and the value of

labor power. Moreover, as wc have now seen, the mechanism

which can be relied upon to re-establish this identity in the case

of all commodities produced for profit is inoperative in the case

of labor power. It appears that there are certain difficulties in

the way of applying the law of value to the commodity labor

power.*

• Marxistc have generally overlooked the logical difficulty involved in

applying the law of value to the commodity labor power. ‘^And, curiously,

critics of .Marx have with almost equal unanimity neglected this imponant
point. Bortkiewicz, in this as in other respects, presents a special case

He saw the difficulty clearly enough, as the following passage shows:
^Bringing wages undci the general law of value, as Marx does, is not
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There is more involved in this than a mere terminological quib-

ble, Indeed ir is no exaggeration to say that the validity of Marx’s

u'holc theoretical structure is called into question. To see why
this is so, it is t)nly necessary to recall that surplus value, which

is essential to the existence capitalism, depends upon the exist-

ence of a difference between the value of labor power and the

value of the commodity which the laborer produces. If there

arc no forces at work to keep wages equal to the value of labor

pow’er, W'hat reason is there for assuming the existence of this

vital gap between wages and the value of the product^ Might

wemot just as well assume that wages rise under the stimulus of

accumulation until the whole gap is eiinnnated- Before we con-

sider Marx’s answer to these questions it will be necessary to

analyse briefly rhe Ricardian solution ro the problem of the re-

lation betw^ecn wages and the value of labor pow'cr, for in this,

as in other questions of ecommiic theory, M^rx can best be un-

derstood bv wav of a comparison with Ricardo.

Ricardo's quantitative theory of value and profit is very similar,

except in matters of terminology, to that of Marx. The same

parallelism appears to extend to rhe theory of wages. ‘Labor,’

says Ricardo, ‘like all other things which are purchased and sold,

and which may be increased or diminished in quantity, has its

natural and its maikct price. The natural price i>f labor is that

price w hich is necessary to enable the laborers, one with another,

to sul)sisr and ro perpetuate their race, without either increase or

diminution,’ * Ricardo w^as very explicit about the forces w hich

operate to keep the market price in line w ith the natiu-al price;

permissible since this law, so far as it can be assumed to base validity, rests

on competition among producers which, in the case of the commodity
labor power, is entirely excluded.’ ‘Wertrechnung und Preisrechnung im
Marxschen System/ Arrhtv fur Sozialivts^evschaft und Sozialpolttik, 5>ep-

tember IW, p. 483, Bortkiew’icz, however, 'nought the difficulty could be

avoided by dropping the idea that labor power i:> a conimodit) like other

commodities and simply assuming that the real w-age is fixed. It appar-

ently never occurred to him that such an assunipflon loses all justification

the moment accumulation is introduced.

Oskar Lange has recently emphasized the difficulty involved in applying

the law of value to the commodity labor power and has pointed out, for

the first time so far as I am aware, the implications of the problem for

Marx’s theoretical structure. ‘Marxian Economics and Modem Economic
Theory,* Review of F t onomte Studies^ June 1935

• Principles of Political Economy^ p. 71. What Ricardo calls the ‘natural
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However much the market price of labor may deviate from its

natural price, it has, like commodities, a tendency to conform

to it.

It is when the market price of labor exceeds its* natural price

that the condition of the laborer is fjpurishing and happy, that

he has it in his power to command a greater proportion of the

necessaries and enjoyments of life . . . Whetiy however^ by the

encouragement •which high wages give to the increase of popu-

lotion, the number of 'laborers is increased, wages again fall to

their natural price, and indeed from a reaction sometimes fall

below it.^

For Ricardo, in short, the mechanism necessary to insure that

wages remain at about the conventional subsistence level is fur-

nished by a theory of population. Moreover, the population

theory which he had in mind is evidently a special case of the

famous Malthusian theory, which was so much in vogue in Eng-

land during the first half of the nineteenth century. Thus in the

classical scheme the supply of all ordinary commodities is regu-

lated by competition among capitalists in su^h a way a^to equate

price to value; in the case of the supply of labor precisely the

same function is performed by the theory of population. It is in

this sense that the theory of population forms an integral part of

the theoretical structure of classical political economy.

Marx never wrote much about the factors which determine the

size of the population, but this much is certain, that he had no

use whatever for the Malthusian theory or any of its variants. He
called the theory of population ‘the dogma of the economists,’ ®

and he scarcely ever mentioned it except to belittle it. Malthus’s

Essay on Population he termed a ‘libel on the human race,’ ® and

the doctrine it contained ‘the Malthusian population! fantasy.’

The great sensation caused by the Essay was due not at all to

any oiiginality or scientific interest (both of which it altogether

lacked), but ‘solely to party interest.’” It would probably be

impossible to find in Ml Marx’s writings a favorable reference to

the classical doctrine of population. Clearly he had no disposition

price of labor’ is equivalent to the Marxian concept of the •^value of labor

power.’ The classics, and Marx in one of his earliest economic works,
Wage Labor and Capital (1847), did not differentiate between labor and
labor power; rather they used the word labor in both senses. G>nfusion
not infrequentl}'^ resulted from this double use of the word labor.
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to adopt this method of squaring the theory of value with the

unique character of the commodity labor power.

4. Marx's Solution—The Reserve Army of Labor

Marx was, of course, fully aware of the tendency of wages to

rise under the impact of capital accumulation.

The requirements of accumulating capital may exceed the in-

crease of labor power or of the number of laborers; the demand
fo^ laborers may exceed the supply, and therefore wages may
rise. This must, indeed ultimately be the case if the conditions

supposed above continue. For since in each year more laborers

are employed than in its predecessor, sooner or later a point

must be reached at which the requirements of accumulation

begin to surpass the customary supply of labor, and therefore

a rise of wages takes place.

He was quite certain, however, that such a rise in wages ‘can

never reach the point at whfch it would threaten the system it-

self.’ He had therefore to ask: what keeps wages in check so

that surplus value and accumulation may continue as the charac-

teristic and essential features of capitalist production? This ques-

tion is the obverse of that posed above—what keeps wages equal

to the value of labor power?—and therefore to answer one is at

the same time to an.%^ver the other.

Marx’s solution to the problem turns around his famous con-

cept of the ‘reserve army of hbor,’ or, as he also termed it, ‘rela-

tive surplus population.’* Th*^ reserve army consists of unem-

ployed workers who, through their active competition on the la-

bor market,® exercise a continuous downward pressure on the

wage level.

The industrial reserve army, during the periods of stagnation

and average prosperity, weighs down thf active labor army;

during the periods of overproduction and paroxysm, it holds its

pretensions in check. Relative surplus population is therefore

the pivot upon which the law of demand and supply of labor

works. It confines the field 6f action of this law within the limits

absolutely conveni<?nt to the activity of exploitation and to the

domination of capital.^*
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The reserve army is recruited primarily from those who have

been displaced by machinery, whether this takes the more strik-

ing form of the repulsion of laborers alreadv employed, or the

less evident but not less real form of the moie cfifhculr absorp-

tion of the additional laboring po^htjon through the usual

channels That Mirx thought of the introduction of labor-

saving machinery is a more oi less dueet response on the part of

capitalists to the rising tendency of w ges is cleailv indicated m
the billowing passage

Between 1849 and a nst (»t u igts took place in ,the

I nglish agricultural districts I his w is the result ot n un
usual exodus of the agiicuituril surplus population e luscd h\ tiu

demands of wii, the vast extension ot raihoads factones ui nts,

etc I very where the firmer'- were howling and tiu / ondon

[ tononint \\ th leterencc to these starvation wages prattled

quite seriously of a genoil and subsianrnl advance Whit diet

the 1 rmers do now'* Did they wait until lu con tcjxienie of this

hnllnnt rcnuinc r inon the agricultural liborers (nd so incrca«^ed

and multiplied that Men wants must till 'fniin is pr?scrilKe^ bv

the dogmatic econchiiu brim’' Ihtt introduced more machinery

and in a moment rhe liboreis were redundant again in a propor-

tion S'^tisfactorv even to the farmer^ Ihcre was now more
capital’ laid out in agiieultuic than bet ore, and ui a ni(»re pro

diictive form With this the demand loi idior tell not oiu\ rela-

tivelv but absolutely

So tar as the individud captdists arc concerned, each takes

the wage level for gr uittd and dtttrnpts to do the best he can

tor himself In intiodut ing machinery </ie is therefore merely'' at-

tempting to economize on his own wage bill 1 he net effect of

all the capitalists hchaying in this wav, however, is*Vo creitc im-

empk'ymtnt which in turn acts upon the wage level irscit It fol-

lows chat the stronger rhe lendenty of w iges to rise, the stronger

also will be rhe eounttiactmg pressure ot the reserve aimv, ind

versa

In terms of the movement of rhe total socnl capital mechani-

zation means a rise in ihc organic cumposifion of .capital, ic a

growth m the expenditures of capitalists on machincrv and ma-

terials at the expense ot hboi It may mean an absiilute decline

m the demand for 'abor, or it may mean simply that the demand
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for labor lags behind the growth of total capital. In the latter

case, if population is growing—it does not matter for what rea-

son—the steady expansion of a reserve army, say as a more or

less constant proportion of the total working force, is a perfectly

logical possibility. Marx s(#ms usually to have had something

of this sort in mind; the assumptions underlying this case were,

indeed, those which would naturally have suggested themselves

to some one writing in the mid-nineteenth century. But the prin-

ciple of the reserve army is independent of an)' particular popu-

lation assumption; it w orks equally well with a stationary or even

a declining population. In this fact w'e have one of the decisive

ditfercnces between Marx and his predecessors in the classical

school, a subje<'t to w Inch w e shaU presently return.

In this connection, It is well to note that Marx w'as not the first

to discover the possibility of labor displacement by machinery,

or even the first to expose the falsity of the compensation theory

which was then, as it is now\ so popular among orthdox econo-

mists and publKists. ]£xtrcmdy important theoretical w'ork had

already been performed by Ricardo (among others) in the fa-

mous chapter ‘On Machinery’ w'hich first appeared in the third

edition of the Prmaples, There Ricardo established by a somc-

w’hat clumsy but logically watertight* argument that labor-saving

machinery ‘sets free’ workers without setting free variable capi-

tal for their employment elsewhere, and hence that their re-

emplovment depends primarily on additional accumulation.

Thougli Ricardo did not say so, it is consistent with his reason-

ing to assume that the rat<B of displacement exceeds the rate of re-

absorpiion as a result of new accumulation. Marx’s great accom-

plishment was the integration of this principle into the general

theory of capital accumulation in such a w'ay as to free the lat-

ter from an otherw'ise fatal dependence on the Malthusian popu-

lation dogma.

It would, of course, be wTong to assume that either the rate

of accumulation or the introduction of labor-saving machinery

proceeds at juch an even pace as to preserve a nice equilibrium

of w^ages and surplus value. On the contrary, ‘with accumulation

and the development of the productiveness of labor that accom-

panies it, the powci of sudden expansion of capital also grows.’
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A rapid burst of capital accumulation may result from the open-

ing up of a new market or a new industry. In such cases, the

reserve army is depleted, and the check on a rise in wages is

removed; surplus value, may, indeed, be serioi&ly diminished.

*But as soon as this diminution touches the point at which the

surplus labor that nourishes capital is no longer supplied in nor-

mal quantity, a reaction sets in: a smaller part of revenue is

capitalized, accumulation lags, and the movement of rise in wages

receives a check.’ Marx is here describing one of the funda-

mental causes of crises. Alongside of displacement of labor by

machinery, crises and depressions take their place as the spe(^ific

capitalist mechanism for replenishing the reserve army whenever

it has been reduced to dangerously small proportions. The elabo-

ration of this theme is left until later.* Here we need only note

that through its relation to the reserve army, the problem of

crises assumes a central position in Marx’s theoretical system.

Whereas for the classical theorists, the problem was not so much
to explain crises as to explain thepi away, for Marx capitalism

without crises would be, in the final analysis, inconceivable.t

The theory uf the reserve army can be illuminated by a simple

diagram. Figure 1 is a representation of the industrial process. At
the top is the large mass of workers in Industrial Employment.

This is fed on the one hand by the stream of new workers find-

ing jobs in capitalist industry for the first time (x\), and on the

other hand by the unemployed from the Reserve Army who are

absorbed into industry (D). Leaving Industrial Employment are,

first, the retiring workers who have finished their productive ca-

reers (F), and, second, those who art displaced from industry

(C) and hence enter the Reserve Army. For the sake of com-

pleteness, two further streams arc inserted, namely, tfte new work-

ers who, failing to find employment, immediately join the ranks

of the Reserve Army (B>; and those who, after a period of un-

employment, give up looking for jobs and join the stream of

retiring workers (E).

In the prosperity phase of the business cycle Industrial Em-
ployment gains at the expense of the Reserve Army^ on the other

• Below, Chapter ix.

t In the case of fascism, this principle undergoes a considerable modifica-

tion. See below, pp. 3‘r2-7.
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hand crisis and depression witness a contraction of Industrial Em-
ployment and a filling up of the Reserve Army.

A similar diagrammatic representation of the classical view of

the industrial process would need to show only Industrial Em-
ployment with the incomilig stream of new workers and the

outflow of retiring workers. The level of wages, in this view,

depends primarily on the magnitude of the stream of new work-

THE INDUSTRIAL PROCESS

ers which in turn is a function of population growth. Thus, if

we regard the system of production as coextensive with the field

of Industrial Employment, it was the classical view that wages

were ultimately regulated by factors outside the system (popula-

tion).

In Marx’s theory, however, the svstcm of production includes

both Industrial Employment and the Reserve Army. Whatever

assumption we care to make about factor outside the system

(population), the fact remains that it contains within itself a

mechanism for regulating the wage level and hence for main-

taining profits.*

* This is not to deny the practical and theoretical significance of the

rate of population g < wth. The problem acquires great importance* on a

somewhat lower level of abstraction. See below, pp. 222 ff.
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Furthermore, since all the streams in Figure 1 are conceived as

continuing flows there is no ground for criticism based on the

argument that technological unemployment is merely a transi-

tory phenomenon and hence cannot form an integral part of a

theory of the productive system.

5. The Naturf of the Capitalist Process

Classical political economy, which leaned so heavily on the

Malthusian population theorv’, was always inclined to predict the

imminent end of economic progress. The reasoning was majes-

tic and convincing in its simplicity. Accumulation indirectly stim-

ulates the growth of population; increase in numbers forces re-

course to inferior lands, the necessaries of life can therefore be

produced only at constantly increasing cost in terms of man-

hours. This implies a rise in the value of labor and hence of

wages as a proportion tif the total product; • hence, also, a fall

in profit as a proportion of tlic' total product. Eventually it

seemed certain that even the absolute amount of profit would

commence t(» fall. Finally, accumulation by capitalists—the motor

force of the whole pr^vess—\vill cease altogether w^hen their

profits are so low' as not to afford them an adequate compensa-

tion for their trouble, and the risk which they must necessarily

encounter in employing their capital productively.’ This in-

exorable c()ursc of evolution could be temporarily checked by
technical and scientific discoveries which would render the pro-

duction of necessaries less costly. But eventually it must work
itself out to Its logical conclusion, the stationary state. Economic

progress must finally be arrested by two overrio!ing and im-

mutable natural laws: the law of population and the law of

diminishing returns. John Stuart Mill, in this connection, speaks

gravely of the ‘impossibility of ultimately avoiding the stationary

state—this irresistible* necessity that the stream of human indus-

try should finally spread itself out into an apparently stagnant

sea.’

This IS a theory of economic evolution deduced with logical

precision from a few clearly enunciated initial premises. As the

* It does not, of course, imply any rise in the real wage rate.
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final word of classical political economy on the essential tendency

of the capitalist system, it possesses an intellectual boldness 'which

IS certainly not to be denied But towards the end of the nine-

teenth century, facts, like termites eating awav the foundation of

a stateh mansion, brough# the whole construction crashing to

the ground I he Malthusian theory of population w is unable

to survive the marked decline in tht, trend ot birth rates which
set m during the 1870s in the most advanced v\estcrn countries

Fronomists were f(»rcc(i, gradualK md rt hit rant i\, to abandon

the theory of population and with it the entire classical theory

ot*ej ono.nic evolution

Under the circumstances, this was inevitable But economists

gave up much more than was ntccssan Instead of searching for

a satisfactory theorv’' of economic e\olution to replace the dis-

cicditcd classical theory, tliey proceeded to evcludc question:>

of evolunon'in processes from the field ot systematic theorizing

From the point of view of the status and dvnamics’ to which

theorists now devoted thcir^ attention, even the busme^s cycle

looked like a meteorological attair, oi at best like a by-product

ol tht congenital inabilitv^ ot the legislative mind to grasp the

tiuc principles of money and banking

Isuch were the sad consequences of the collapse of classical

theory

I he development of Marx’s economic thcorv, howt\er, could

lead to no such results Bv rejecting from the outset all truck

with Malthusianism, Marx piotected himselt igainst the evil

effects ot its collapse Moreover, by inserting into his theoretical

stiucture the pnrciple ot tht reserve irmy in place of the law

of population, he not only broke sharply with the classical tradi-

tion, he also laid the foundatum for i new and amazingly power-

ful attack on the problems ot ecomuinc evolution

Whereas in the classical theory, changes in productive

methods are treated as depen nr upon essentially fortuitous in-

ventions and discoveries, in Mar\ s theory thtv become neces-

sary*^ conditions for the continued existence of capitalist produc-

tion \ or it» IS chiefly bv means of labor-saving technological

innovations that the reserve army is recruited, and it is only

because of the cor* inued existence of the reserve army thsjt sur-

plus value and the class which it supports can survive Nor is this
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the end of the matter. It is not even necessary to accept Marx’s

theory of historical materialism to agree to the thesis that changes

in techniques of production exercise a profound influence on the

institutional and ideological structure of society. In the Qom^
tnunist Manifesto

y

Marx said: ‘The bourgeoisie cannot exist with-

out constantly revolutionizing the instruments of production,

and thereby the relations of production, and with them the

whole relations of society.’ In Capital he rooted this insight in

the soil of economic theory. In this way he discovered one of

the most important of the ‘laws of motion’ of capitalism which it

was the announced intention of Capital to explore.

We have not yet, of course, expounded Marx’s theory of eco-

nomic evolution in all its ramiflcations; what we have done, how-
ever, is to provide the basis for such a theory, the fundamental

view of the capitalist process as one 'W'hich, in principle, involves

ceaseless accumulation accompanied by changes in methods of

production. It is at once apparent that this view of the capitalist

process differs radically from that; which underlies the classical

theory of economic evolution. The latter is, in principle, uncon-

cerned with changes in methods of production; economic devel-

opment is viewed exclusively in terms of (gradual) quantitative

changes in population, capital, wages, profits, and rent. Social re-

lations remain unaffected; the end product is simply a state of

affairs in which all these rates of change equal zero. Since the

Marxian view lays primary stress on changes in merhods of pro-

duction, it implies qualitative change in social organization and

social relations as well as quantitative^change in economic vari-

ables as such. The way is thus paved for regarding the ‘end

product’ as a revolutionary reconstitution of society rather than

as a mere state of rest.*

• It is necessary to note one important exception to the otherwise valid

generalization that modem orthodox economists make no attempt to in-

clude evolutionary processes in their systematic theorizing. That exception

is J. A. Schumpeter, wfiose Theory of Econormc Development (1st Ger-
man ed. 1912, English translation 1936) represents, in this respect, a sharp

deviation from normal.

Schumpeter’s theory bears certain striking resemblances to that of Marx.

He begins with a demonstration that prdne and interest would be absent

from the 'Circular Flow,’ a concept which corresponds to Marx’s Simple

Reproduction. It seems probable that Schumpeter would go so far as to

maintain that, even in the absence of accumulation, there arc forces at
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work to eliminate the surplus of income over cost from which both

entrepreneurial profit and interest are derived. In other words, in the

absence of change, income will be imputed entirely to the original factors

of production; machines will just replace their own cost, leaving no sur-

plus for their o^ers.
Entrepreneurs, however, seell to avoid the pauper’s fate which awaits

them in a stationary state of soaiety by cutting costs, discovering new
markets, inventing or popularizing new products—in general, by introduc-

ing ^innovations.’ Those who are successful enjoy a sort of temporary
monopoly position which is the source of entrepreneurial profit. Since

money capital provides the wherewithal to wrest resources from their

accustomed channels of use and divert them into new channels—and this

is the essence of innovation—entrepreneurs arc prepared to pay interest to

get* control of it. Once interest has arisen in one part of the system, being

exclusively a monetary phenomenon, it spreads itself over the whole sys-

tem. Any particular source of profit is bound to be temporary—assuming
the absence of permanent barriers to competition—but since fresh innova-

tions are always occurring, profit and interest as such never wholly dis-

appear. To be sure the introduction of innovations does nor take place

smoothly and continuously, but rather in clusters or groups. This discon-

tinuity in the process of innovation underlies the phenomenon known as

the business cycle.

This brief sketch of Schumpeter’s theory is sufficient to indicate that

for him, as for Marx, changes* in methods of production are a basic

feature of capitalism and no mere epiphenomeha which impinge in a more
or less haphazard fashion on the economic process.

In spite of cenain obvious similarities between this view and the Marxian
view—which Schumpeter himself clearly recognizes—there remain funda-

mental theoretical differences. For example, there is nothing in Schumpeter
analogous to the Reserve Army, and his treatment of the capital-labor

relation is altogether different from that of Marx. Moreover, Schumpeter
specifically disclaims an}- intention to proceed from changes in methods
of production to ’changes in the economic organization, economic custom,

and so on’ (p. 61 n). Hence he admits that ‘my structure covers only a

small part of [Marx’s] ground’ (p. 60 n).

It is noteworthy that in ig'thodox circles, Schumpeter’s theory of eco-

nomic development has never commanded anything like the attention

which it deserves and that it has been widely misunderstood and misrepre-

sented. In so far as it has achieved recognition it has done so as business-

cycle theory rather than as the foundation of a theorj' of capitalist evolu-

tion. In the final analysis, therefore, the example of Schumpeter serves

only to emphasize the modem orthodox economist’s lack of interest in

what Marx called capitalism’s *lav/$ of morion.’
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1. Marx’s Formulation of the Law

We have seen in the last chapter that the accumulation cf capi-

tal is accompanied hy a progressive mechanization ot the process

of production. Fhe same amount of labor, working with more

elaborate and more efficient equipment, is able to process more
materials and turn out an ever increasing volume finished

goods. Looked at fre.m one point of view, this means that the

productivity of labor ccmtiniially gjrows, fr(*m another point of

view It means that the organic compositnui of capital (the ratio

of capitalists’ outlay on materials and machines to total riutlav)

also displays a steadily rismg trend. From these indisputable

trends Marx deduced his famous law of the falling tendency of

the rate of profit.’

It was shown above * that the rate of profit can be expressed

in terms of the rate of surplus value and the organic composition

of capital in the following formula.

p=\'{] - q\

From this it follows that if we assume the rate of surplus value

(/) to be constant, the rate of profit (p) varies inVersely with

the organic composition of capital (q) In other words, as q
rises p must fall. But we have already established the fact that q
displays a rising trend in the course of capitalist development;

hence there must be 2fc least a tendency for p to fall. As we shall

see presently, it mav be no more than a tendency, since changes

in f may compensate, or even ovcrcompcnsatc, for the effects

of a change in q.

This, very briefly, is the substance of what Marx calls the

Theory of the Law* (Volume iii, Chapter xiii). To him it pos-

P. 68.
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sessed great significance. It demonstrated that capitalist produc-

tion had certain internal barriers to its own indefinite expansion.

On the one hand, a rising organic composition of capital is the

expression of growing labor productivitv’^; on the other hand,

the falling rate of profit •which accompanies it must ultimately

choke up tlie channels of capitalist initiative. Xtarx very clearly

expressed this idea in the following passage, discussing Ricardo’s

position on the tendency of the rate of profit:

The rate of profit is the compelling power of capitalist pro-

duction, and only such things are produced as yield a profit.

Hence the fright of the English econonnsts over the decline of

the rate of profit. That the bare possibility of such a thing should

worry Ricardo shows his profound understanding f)f the condi-

tions of capitalist production. The reproach moved against him,

that he has an eye only to the development of the productive

forces . . . regardless of the sacrifices in human beings and capi-

tal values incurred, strikes precisely his strong point. The de-

velopment of the productive forces of social labor is the his-

torical task and pririlege (ff capital. It is precisely in this way
that it unconsciously creates the material requirements of a

higher mode of production. What worries Ricardo is the fact

that the rate of profit, the stimulating principle of capitalist pro-

duction, the fundamental premise and driving force of accumu-

lation, should be endangered by the development of production

itself. And the quantity tiv'e proportion means every thing here.

There is indeed something deeper than this hidden at this point,

which he vaguely feels. It is here demonstrated in a purely eco-

nomic way, that is from a oourgeois point of view, within the

confines of capitalist unflerstanding, from the standpoint of capi-

talist production itself, that it has a barrier, that it is relative,

that it is not an absolute but only a historical mode of pioduc-

tion corresponding to a definite and limited epoch in the devel-

opment of the material conditions of production.^

2. The Counteracting Causes

Marx enumerates six ‘counteracting causes’ which ‘thw^arr and

annul’ the general law of the falling rare of profit, ‘leaving to it

merely the character of a tendency.’ * One of these, the sixth, is

really concerned with the way in which the rate of profit is
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calculated and will not be considered here. The other five may
be classified according to whether their effect is to keep down
the organic composition of capital or to raise the rate of surplus

value.* Under the first heading comes Cheapening of the Ele-

ments of Constant Capital, while unde^ the second we find Rais-

ing the Intensity of Exploitation, Depression of Wages Below
Their Value, and Relative OverpopuHtion. One cause, Foreign

Trade, comes under both headings. Let us consider briefly how
these various factors operate.

Cheapening of the Elements of Constant Capital. The increased

use of machinery, through raising the productivity of labor,

lowers the value per unit of constant capital. ‘In this way the

value of the constant capital although continually increasing, is

prevented from increasing at the same rate as its material volume,

that is, the material volume of the means of production set in

motion by the same amount of labor power. In exceptional cases

the mass of the elements of constant capital may even increase

while its value remains the same or dven faUs.’ ® In other words,

a given increase in the organic composition of capital, through

lowering the value of constant capital, to a certain extent acts

as its own corrective. As Marx indicates, the offset may be very

substantial, even going to the point of cancelling out the initial

increase altogether.

Raising the Intensity of Exploitation. Here Marx stresses

lengthening the working day and what would nowadays be

called ‘speed-up’ and ‘stretch-out.’ Lengthening the working day

directly raises the rate of surplus value by increasing the amount

of surplus labor without affecting the amount of necessary labor.

Speed-up and stretch-out, on the other hand, raise Ithe rate of

surplus value through compressing necessary labor into a shorter

time and hence leaving a larger proportion of an unchanged

working day for surplus labor. The effect in either case is to

raise the rate of profit compared to what it otherwise would have

been. These methods of raising the rate of surplus value are not

necessarily connected with a rising organic composition of capi-
«

* Remembering the formula p = j'(l — <7) we can see that all forces

acting on the rate of profit can be brought into one or the other or both

of these classifications.
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tal but are rather devices adopted by the capitalists to offset a

falling rare of profit if and when they are feasible.

Depression Wages Below Their Value. The practice of
wage cutting, which capital^ts are prepared to engage in when
possible, Marx merely mentions in passing, since he proceeds

on the general assumption that all prices and wages are market-

determined, and this assumption rules out the possibility of an
aggressive wage policy on the part of the capitalists. This factor,

he observes, ‘has nothing to do with the general analysis of capi-

tal, but belongs in a presentation of competition which is not

given in this work.’ ^

Relative Overpopulation. We have already seen in the last

chapter how the increasing use of machinery, which in itself

means a higher organic composition of capital, sets free workers

and thus creates ‘relative overpopulation’ or the reserve army.

Marx stresses the point that the existence of unemployed laborers

is conducive to the setting up of new industries with a relatively

low organic compositijn of oapital and hence a relatively high

rate of profit. When these relatively high rates of profit are

averaged in with the rates of profit obtaining in the old indus-

tries, they raise the overall rate of profit.* It would seem, how-
ever, that a more important effect of the reserve army is that

which was discussed in the last chapter, namely, through compe-

tition on the labor market with the active labor force, to depress

the rate of wages and in this way to elevate the rate of surplus

value. For this reason we have classified relative overpopulation

as one of the factors which rends to raise the rate of surplus

value.

Foreign Trgde. It is frequently possible by foreign trade to

acquire raw materials and necessities of life more cheaply than

they could be produced at home. ‘To the extent that foreign

trade cheapens partly the elements of constant capital, partly the

necessities of life for which tht variable cagital is exchanged, it

tends to raise the rate of profit by raising the rate of surplus

value and lowering the value of the constant capital.’ * This

factor, therefore, belongs in both classifications of counteracting

causes. Here, again, however! it must be observed that there is

• The formation of a general rate of profit will be discussed in the next

chapter.

8
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no necessary connection between the possibilities of foreign

trade and changes in the organic composition of capital, so that

the inclusion of foreign trade at this point should be regarded

in the light of a footnote rather than as an integral part of the

analysis.

It will be readily apparent from this brief summary of the

main counteracting causes that Marx’s analysis is neither sys-

tematic nor exhaustive. Like so much else in Volume iii it was

left in an unfinished state, and it is safe to conclude that if he

had lived to prepare the manuscript for the press himself, he

would have introduced extensive expansions and revisions at

various points. It may not be our of place, therefore, to devote

further consideration to the problem of the tendency of the rate

of profit in the light of Marx’s whole theoretical system. I'his is

the more necessary since the law of the falling tendency of the

rate of profit has been the object of numerous criticisms from

both followers and opponents of Marx.

3. A Crihove of THE Law

We have seen that the forces operating on the rate of profit

can be summarized in a formula containing rvio rather compli-

cated variables, the rate of surplus value and the organic com-

position of capital. We have also seen that the tendency of the

rate of profit to fall is deduced by Marx on the assumption that

the organic composition of capital rises while the rate of surplus

value remains constant. There seems to be no doubt about the

propriety of assuming a rising organic composition of capital.

Is it justifiable, however, to assume at the same time a constant

rate of surplus value?

It is necessary to be clear about the implications of the latter

assumption. A rising organic composition of capital goes hand

in hand with increasing labor productivity. If the rate of surplus

value remains constant, this means that a rise in real w’^ages takes

place which is exactly proportional to the increase in labor pro-

ductivity. Suppose that labor productivity is douUed, that is to

say, that in the same time labor produces twice as much as pre-

viously. Then, since an unchanged rate of surplus value means

that the laborer works the same amount of time for himself and
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the same amount for the capitalist as previously, it follows that

both the physical output represented by the wage and the ph\ si-

cal output represented by the surplus value have also doubled.

In other words^ the laborer benefits equally with the capitalist

in the increased productivity of his labor. While theie can be

no logical objection to an assumption which leads to this result,

there aie nevertheless grounds for doubting its appropriateness.

In the lirst place, euir whole anaUsis up to tins point lends us

to expect a rising nre ol surplus value One of the normal con-

comitant » of increasing laboi pioductivitv undci cipirahst v on-

dinons IS the creation of an industrial rcser\c army which excr-

<isc' a depressing efl^ect on wages and in this wav tends to elc-

\atc the rate ot suiplus value I his is prcf isclv one of the dis-

tinguishing chaiaciciistics of capitilisni. that past labor in ihc

fonn ot con^^tant capual stands m a competitive relation to living

lilioi aiul keeps the latter's |)ier(mion in cluck fh»" assumptiori

ol a constant late surplus \ Jut o ith nsm;;' laluir prt aucti\ir\

appeals to n^d^ci tlu^. erKte It luw be nd thar Mars took

Kcount ot this
j

Iv I'u liulirg leluive ov crpopuhtion

among the coiiuuritting v.mses to the nlhng n\ (J profit, and

from a foriiul point «)f view tlus mav be glinted But ir seen.s

haial> wise to neat in intcgnl part of the pieuess of rising

pioductivitv separneK and as an offsetting lactor, a better pro-

Lcdiuc IS to le^ogni/e fi m' the outlet that rising pioductuity

tends to bring with it i higher larc of surplus v ilue Imiiher-

moie, this is v\liit \hi\ nsu>llv does I wo ep-otacions from

dilTtrent pans ol \ olunuf i ’ ill serve te> illustrate lus nc>imal

approach to the cjiusnon

like evtTv other ineicase »n the pioducnvcness of labor, ma-

chmciv IS intended to ehcapen commodities, and, by shortening

that poiiion of the working da> in v\hich •’he laborer veeirks for

himselt, to lengthen the other [v irion that he gives, without an

equivalent, to the capitalist. In short, it is a means tor producing

surplus value.®

And another, •cv’en more emphatic, statement of the same point:

But hand-in-hand w *th the increasing productivity of labor goes,

as wx have seen, the cheapening of the laborer, therefore a
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higher rate of surplus value even when the real wages are rising.

The latter never rise proportionally to the productive power

of laborJ

Many other passages expressing rh^ same general view could

easily be added; indeed it is perhaps no exaggeration to say that

Part IV of \''olume i (‘The Production of Relative Surplus

Value’), which covers more than 200 pages, is very largely de-

voted to elaborating upon the close relation which exists between

labor productivity and the rate of surplus value.

It would appear, therefore, that Marx was hardly justified,

even in terms of his own theoretical system, in assuming a con-

stant rate of surplus value simultaneously with a rising organic

composition of capital. A rise in the organic composition of capi-

tal must mean an increase in labor productivity, and we have

Marx’s own vord for it that higher productivity is invariably

accompanied by a higher rate of surplus value. In the general

case, therefore, we ought to assume that the increasing organic

composition of capital proceeds pari passu w ith a riflng rate of

surplus value.

If both the organic composition of capital and the rate oi sur-

plus value are assumed variable, as we think they should be, then

the direction in which the rate of profit w^ill change becomes

indeterminate. All we can say is that the rate of profit will fall

if the percentage increase in the rate of surplus value is less than

the percentage decrease in the proportion of variable to total

capital.* (The proportion of variable to total capital is equal to

one minus the organic composition of Vrpital. When the organic

composition of capital increases, the proportion of variable to

total capital decreases.)
*

Can we say that this condition is generally likely to be satis-

fied? In other wwds, is it legitimate to assume that changes in

the organic composition of capital will usually be relatively so

much larger than changes in the rate of surplus value that the

• Wc have p = j'(l — q). Let 1 — <7, the ratio of variable to total capital,

be represented by q\ Then the equation can be written# p -- s'q\ Now
dp - $*dq' q'ds'. Hence dp is negative# i.c. the rate of profit is falling,

if s'dq' (which js essentially negative; is numerically larger than q*ds*

(which is essentially positive). This condition can also be written

las'/y'l < Idq'/q'l^ which is the form in w’hich it is given in the text.
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former will dominate movements in the rate of profit? If so,

Marx’s assumption of a constant rate of surplus value might be

considered a useful device for focusing attention on the most

important eleihent in the situation, and the treatment of changes

in the rate of surplus valul as a ‘counteracting cause’ could be

justified.

Marx himself probably thought in these terms, and this is

probably the reason why he formulated the rate of profit prob-

lem as he did. Most subsequent Marxist writers have apparently

been of the same mind, for the general impression one gets from
thi literature is that, over any considerable period of time,

changes in the organic composition of capital are sure to be

enormous, so great in fact as far to outweigh any possible com-
pensating effect of changes in the rate of surplus value.*

This view^ seems to the present writer to be untenable. In

physical terms it is certainly true that the apiount of machinery

and materials per worker has tended to grow at a very rapid

rate for at least the last cgitury and a half. But the organic

composition of capital is a value expression, and, because of

steadily rising labor productivity, the growth in the volume of

machinery and materials per worker must not be regarded as an

index of the change in the organic composition of capital.

Actually the general impression of the rapidity of growth of the

organic composition of capital seems to be considerably exag-

gerated.

It should be noted that we are here considering changes in the

organic composition of capital after making full allowance for

the cheapening of the elements of constant capital which Marx

again treats ^as a ‘counteracting cause.’ It might seem that it

would be preferable to look first at what might be called the

‘original’ increase in the organic composition, to observe the

• This attitude can be seen ver\ clearly, for example, in the scheme of

expanded icproduciion de\ eloped ny Otto Baucr^(T>ie Akkumularion dcs

Kapitals,’ Zeit^ Jhrg. 31, Bd. 1) in which it is assumed that constant

capital grows twice as fast as variable capital while the rate of surplus

value remains unchanged. This scheme was taken over by Henryk Gross-

mann (Das Akkirmulation^- und Zusammenbruchsgesetz des kapitalist-

ischen Systems, 1929) and made •the basis of his theory of capitalist break-

down. It is clear that both Bauer and Grossmann accepted the implica-

tions of the scheme m so far as it pictures an extremely rapid growth in

the organic composition of capital.
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effects of this on the rate of profit, and only then to take account

of the cheapening of the elements of constant capital which is

itself due to the rise in productivity associated with the ‘origi-

nal' increase. It might be held that if this were* done, the rate

of increase of the organic composition would appear much
larger and that this fact is prevented from showing in the statis-

tics onlv by one of the ‘counteracting causes.’ It is doubtful,

however, whether any useful purpose can be served by such an

attempt to preserve Alarx s implied distinction between the pri-

mary rise in the organic composition and the counteracting (but

smaller) fall due to the cheapening of the elements ot constant

capital. All that can ever he observed is the net change in the

organic compositi(m w'hich is the resultant of both forces. It

seems better, therefore, to use the expression ‘change in the

organic composition of capital' only in the net sense w hich takes

account of clieapening of the elements of constant capital. If

this is done there will perhaps be less temptation to think of the

organic composition in physical mislead of value t^Tjjis.

If these arguments arc sound, it follows that there is no

general presumption that changes in the organic composition of

capital W’ill be relatively so much greater than changes in the

rate of surplus value that the former will dominate movements

in the rate of profit. On the contrary, it would seem that we
must regard the two variables as of roughly co-ordinate impor-

tance. For this reason Marx's formulation of the law' of the

falling tendency of the rate of p»*ofit is nor very convincing. At

the same time w'e may remark that ^ttempts which have been

made to demonstrate that a rising organic composition of capital

must be accompanied by a rising rate of profit arc equally un-

convincing.*

•The most inrcrcsting^ of these was that of Bortkiewicz (‘Wertiechnung
und Prcisrcchnung nil Alaixschcn Sy'>tcni,* Arcbiv fur Sozialwissenschaft

und Sozialpolitik, September 1907>, who held that ‘the mistake in the

proof which Alarx gives for his law of the falling rate of prf'iir consists

primarily m his le,i\ing out of account the mathematical relation between
the producrivirv nf labor and the rate of surplus value* (p. 466) and tried

to prove that if this factor is taken into account the result must be a

rising rate of profit. 1 he proof consists essentially in assuming that capi-

talists would not introduce methods of production requiring a higher

organic coinposition of capifil unless the effect would be to raise the

rate of profit. This is true of the individual capitalist, but for the capitalist
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This does not mean that there is no tendency for the rate of

profit to fall. Not only Marx but classical theorists and modern
theorists as well have all regarded a falling tendency of the rate

of profit as a bksic feature of capitalism. All I have tried to show
is that it is not possible to efemonstrate a falling tendency of the

rate of profit by beginning the analysis with the rising organic

composition of capital. Once it is realized, however, that the

rising organic composition of capital is itself but a link in a

longer causal chain of influences operating on the rate of profit,

the apparent dilemma disappears. Behind the rising organic com-
position of capital lies the process of capital accumulation, and

it IS here that we should look for torces which tend to depress

the rate of profit.

It was explained in the last chapter how the accumulation of

capital, taken by itself, operates to increase the demand for labor

pow'er and hence to raise wages. Other things remaining equal,

such a rise in w ages leads to a reduction in the rate of surplus

value, and this, in turn, expresses itself in a fall in the rate of

profit. Since, as Marx again and again insists, ‘the capitalist

process of production is essentially a process of accumulation,’ ®

it follows that from this fact alone there arises a persistent tend-

ency for the rate of profit to fall. It was also observed in the

last chapter, how ever, that capitalists do not tamely submit to the

encroachment on the rate of profit which rhcir own accumula-

tion brings about. They strive through the introduction of ma-

chinery and other labor-saving devices to maintain the rate of

profit at its former level oj even to raise it above its former lc\e!.

'Fhis is wlicrc the rising organic composition c^f capital conics

into the pictiire. Whether their actions w ill succeed in restoring

the rate of profit, or whether they will only act to hasten its fall,

class as a whole the change in the rate of prc»fit is a re<»ult of their actions

w'hich may be quite different from what each one intended. In the same

way when capitalists bid up the piicc of labor gower, each one mtrnds

to improve his own situation, yet the net result w'lll be to worsen the lot

of all.

The reader interested in following up this question should consult the

following* Kei*Shibata, *On the I aw of Decline in the Rate of Profit,*

Kyoto University Economic Revfew, July and ‘On the General Profit

Rate,’ ibid. January also Hans Neisscr, ‘Das Gesetz dcr Fallenden

Profitrate als Krisen- und Zusammcnbnichsgesetz,’ Die Gesellschaft, ’Janu-

ary
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Is an issue which cannot be settled on general theoretical

grounds, if the analysis presented in this section is correct. One
thing seems fairly certain, however, and that is that the increase

in the organic composition of capital will tend* to restore the

rate of surplus value and thus to Expand the mass of surplus

value over what it would have been in the absence of the rise

in the organic composition of capital. Hence, even if the effect

is to depress the rate of profit still further, the acts of the capi-

talists in raising the organic composition of capital do not lack

a certain objective justification from the point of view of the

capitalist class as a whole.

It cannot be too strongly emphasized that the arguments of

this section have been concerned with the theoretical foundations

of the falling tendency of the rate of profit. There has been no

thought of denying the existence or fundamental importance of

such a tendency. Nor has there been any intention of denying

the validity of Marx’s ‘counteracting causes.’ In practice, one of

these, namely the raising of the intensity of exploitation (‘speed-

up,’ ‘stretch-out,’ Taylorization, et cetera)' is particularly impor-

tant. This is a method of compressing more labor into a given

amount of time. For example, what used to require five hours is

now accomplished in four as a result of an increase in the speed

of machinery. With the working day remaining at, say, ten

hours, where necessary labor used to be five hours and surplus

labor five hours, the ratio will now be four hours necessary

labor and six hours surplus labor. The rate of surplus value has

increased from 100 per cent to 150 per cent. The figures are

purely illustrative, but the magnitudes involved are not unrealis-

tic, and they show what relatively large changes in the rare of

surplus value can result from apparently small changes in the

speed of work. Capitalists are always under a temptation to

attempt to raise the rate of surplus value in this fashion, and

there seems little doubt that the resulting offset to the falling

tendency of the rate of profit is continuous and may at times be

substantial. No one who neglects this factor can comprehend

fully present-day trends in capitalist production.
,

Finally, before we leave the subject of movements in the rate

of profit, it should be pointed out that there arc forces other

than those which have so far been mentioned which are impor-
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tant in this connection. These forces may be classified as those

tending to depress the rate of profit, and those tending to elevate

the rate of profit. Among the forces tending to depress the rate

of profit we nlay mention (1) trade unions and (2) state action

designed to benefit labor; among the forces tending to elevate

the rate of profit we may mention (3) employers’ organizations,

(4) export of capital, (5) formation of monopolies, and (6) state

action designed to benefit capital. (The enumeration is, of

course, far from exhaustive.) Let us consider each of these very

briefly.

f. Trade unions. In combatting the falling tendency of the

rate of profit capitalists are equally engaged in attempting to

batter down wages. As we have already seen, their chief ally in

this war on wages is the industrial reserve army. If the competi-

tion of the industrial reserve army on the labor market W'crc

allowed to operate without let or hindrance, workers’ real in-

comes might be held down to a low level of subsistence while

capitalists reaped all
^
the btnefits of advancing productivity,

getting both a larger share of the value of output as well as the

entire increase in real income. Thus the reserve army is the most

important obstacle standing in the way of the workers’ realizing

a share in the gains of industrial development. In order to over-

come this obstacle workers band together in trade unions and in

this way secure, so far as possible, control over the supply of

labor power. Trade unions are thus the most important instru-

ment by which workers strive to better their condition under

capitalist production. At the same time and for the same reasons,

how^ever, unions exercise a depressing influence on the rate of

profit.

2. State action designed to benefit labor. This is a factor of

great importance, the roots of which will be discussed more fully

below (Chapter xm). It takes many forms; for example, legal

limitation of the working day, unemployment insurance, and,

recently in the United States, legislation aimed to safeguard the

right of collective bargaining. The first of these generally

(though not necessarily) reduces the rate of surplus value, while

the second and third are of great assistance to workers in their

efforts to maintain wage standards. Many other types of state
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action could be mentioned in this connection. Most of them

clearly tend to depress the rate of profit.

3. Employers’ orgamzatwiis. In so far as such organizations

operate to improve the bargaining position of 6apital vis-a-vis

labor, they evidently exercise an upward influence on the rate

of profit.

4. Export of capital. This is a factor to which Marx devoted

little attention, not because it is unimportant but because he did

not live to complete his theoretical .system. In its direct effect

on the home economy, capital export acts to relieve the pressure

on the domestic labor marker and in this way prevents accufnu-

lation from having its full depressing effect on the rate of profit.

A more extended discussion of capital export belongs to the

•heorv of world economy to which we return in Chapter xvi.

5. Formation of monopolies. Obviously individual capitalists

create monopolies in the hope of improving their own rate of

profit. Moreover the effect may be an elevation in the general

rate of profit. The influence of in9nopoly on the rat^ of profit,

however, is a complicated subject which* must be taken up in

detail later on (Chapter xv).

6. State action designed to benefit capital. An obvious example

of this is provided by protective tariffs. As in the case of mo-

nopolies, protective tariffs may have the effect of raising the

general rate of profit, but here again the full effect is complex

and must be reserved for later treatment (Chapter xv i)

.

This enumeration of factors operating on the rate of profit,

though by no means exhaustive, can serve to show that a wide

variety of disparate and apparently unrelated forces have a com-

mon focus in their effects on the rate of profit. If the Marxian

view that movements in the rate of profit ultimately dominate

the functioning of the capitalist system is correct, then this pro-

vides us with a unifying principle of first importance. In the

analysis of capitalism everything must be carefully scrutinized

and tested for its inHuence on the rate of profit. When this is

done, political economy becomes both a more coherent and a

more powerful weapon of understanding.
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THV TRANSFORMATION OF VALLES INTO PRICES

1. The Problem Siatpd

h is now time to examine in detail a problem uhich has occupied

a central position in most discussions of Marxian economics since

Engels published Volume iii of Capital in 1894.

Throughout Volume i, Marx develops his analysis as though

the law of value uere directly controlling fpf the prices of all

commoilitics. 'fhis is legitimate so long as it is assumed that in

every branch of production jhc organic composition of capital

is the same. Once this assumption is dropped, however, a serious,

some have maintained a fatal, difficulty arises.*

Let us divide industry into three major branches, correspond-

ing to the twofold division employed above in Section 1 of

Chapter v. Department i produces means of production, Depart-

ment n workers’ consumption goods (wage goods), and Depart-

ment HI capitalists* consumption goods (luxury goods). For the

sake of simplicity we shall assume throughout the whole discus-

sion tliat all industries within a single department have the same

organic composition of capital. To illustrate conditions under

which the law of value is valid we assume that as between de-

partments the organic composition of capital is also equal.

Taking the rate of surplus value as 100 per cent, we then have a

situation such as that depicted in Tabic i.

Everything is evidently in otdtr. All commodities sell at their

values. The conditions of simple reproductfon are fulfilled: the

amount of constant capital laid out (400) just equals the amount

of constant cgpital produced (400); total wages (200) are just

sufficient to buy the quantity of wage goods produced (200);

and the surplus value of all departments (200) covers the X)ut-

put of the luxury-goods department (200). Finally all capitalists

* See above, pp. 69-71.

109
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Table I

Value Calculation

Dep’t

Constant
Capital

c

Vari-
able

Capital

V

Surplus
Value Value

s r-|-v4“f

Rate of
Surplus
Value

s/v

Organic
Compo-
sition OF
Capital

cfc 4- V

Rate
OF

Profit

T/fP-h V

1 200 100 100 400 100% 66%% 33%%
11 100 50 50 200 lOOV. 66%% 33%%
111 100 50 50 200 100% 66%% 33%%

Total 400 200 200 800 100% 66%% ?3%%

are enjoying the same rate of profit (33^ per cent) and hence

none has an incentive to shift from one line of production to

another.

In the real world, however, the organic composition of capi-

tal is not the same in all industries. For example, it is relatively

high in the electric-power industry and relatively low in the

clothing industry. In order to bring thi$ fact to light we must

alter our assumptions. In Table ii. Department in has been left

unchanged, but the organic composition of capital in Depart-

ment I is assumed to be higher and in Department ii to be lower.

As before, total production is 800, and the conditions of

Simple Reproduction are still satisfied as far as the output of the

three departments is concerned. But the effect of changing the

organic compositions of capital is clearly seen in the new rates

of profit. Whereas before the rates of profit were all equal at

33^ per cent, they now stand at 23i per cent, 60 per cent and

33H pcf cent in the three departments respectively.

Obviously this could not be a position of eqttihbrium. The
capitalists would all want to go into the production of wage

goods in order to share in the higher rate of profit obtainable

there. And such a migration of capital out of some industries and

into others would dearly upset the whole scheme. A position of

equilibrium must be characterized by equality in the rates of

profit yielded by all the industries in the system. Marx put it

strongly when he wrote that ‘there is no doubt that, aside from

unessential, accidental, and mutually compensating distinctions,

a difference in the average rate of profit of the various lines of
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Table II

Valtie Calculation

Dep’t

Constant
Capital

c

Vari-
able

Capital

V

Surplus

Value

s

Value

e-\-v + s

Rate of

Surplus
Value

s/v

Organic
Compo-
sition OF

Capital

c/cJ^v

Rate
op

Profit

x/c-t-v

I 250 400 100% 77% 2J%
II 50 200 100% 40% 60%
ni 100 200 100% <56%% 33%%

Total' 400 200 200 800 100% 66%% 33%%

industry does not exist in reality and could not exist without

abolishing the entire system of capitalist production.’

Apparently the attempt to apply the law of value to a situation

in which the organic composition of capital differs from industry"

to industry breaks down. ‘It would seem,’ Ma(bc said, ‘as though

the theory of value were irreconcilable with the real phenomena

of production, so that we shodld have to give up the attempt to

understand these phenomena.’^ In the hands of his critics this

statement has, figuratively speaking, been reduced to a simpler

form: ‘The theory of value is irreconcilable with the real phe-

nomena of production.’

Marx himself, however, did not take such a gloomy view of

matters. He clearly recognized the dilemma into which the

theory of value led; let us examine his efforts to find a w^ay out.t

* Capital HI, p. 181. As we jhall see later, this no longer holds if the

economy is assumed to contain elements cf monopoly.

tit has been widely supposed that Marx was not aware of the problem

under examination until after Volume i had l)een published, and this has

led to the view that the discussion in \'olu’i c iii of prices of production is

no more than a clumsy effort to cover up previously unrecognized errors.

For example, H. B. Parkes in his Marxism: a Post Mortem (1939), a book

which contains in convenient form many of the most widespread mis-

interpretations of Marxism, expresses this view as follows: ‘The reason for

the assertion that Marx was not tr>nng to explain prices is that w'hen

Marx came to write the third \oiu nc oi Das Kapitai, he found that some

of the theories which he had advanced in the first volume were inapplic-

able . . Actually the first draft of Volume iii was completed before

Volume 1 was published. See Engfils' Preface to Volume iii, p. 11.
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2. Marx’s Solution

In order to understand Marx’s method it is convenient to as-

sume that a process of adjustment H begun from a starting point

such as that pictured in I'able ii. f]apirahsts \^tI 1 move about in

search of the highest possible rate of profit until no one can im-

prove his position by a furtber mo\^, a state of affairs s\hich

will be reache<^ only when the rate of profit is the same for

every industry.

Now according to Marx, the total amount of value produced,

namely 800, will be the same as before, since there has been no

change m the total nunibei of hours of labor expended. Further,

both the total amount of capital and the total amount of surplus

value wtW be unaffected. The prices of commodities and the

division of surplus, value among the capitalists, however, will be

different. Capitalists, in other woids, will share in the pool of

surplus value according to the si/e of thcir total cai^tals instead

of, as before, according to the si/c ot their variable capitals. The
prices of coinniodincs (what Marx calls 'prices ot producing’)

will now be made u}) of the capital expended in production plus

a profit calculated as a certain percentage of the capital outlay.

This percentage is nothing but the a\crage rate of profit and is

found by dividing total surplus value bv tc^tal s )CTal capital.

In value terms the system looks as follows:

I -r vi f Si U’l

II C2 '“b "b S2 =

III Cs “b
~

'nitais W
The average rarc^^^of profit, p, is total surplus value over total

capital. That is.

5
^ C+T

Changing now to price terms, the above scheme becomes
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I + Vi + p( Ti + Vi) — Pi

II ro f V2 + p( C> + Vi) =- Pi

•III C i +jV3 + p( O + ^’
3 ) = P

<

T^tnis C^4. V + p(C"T k”)^ P

But, of course, p(C + F) - S, which means that total surplus

value is identical with total profit, and further that total price

equals total value. In general, hos\evcr, individual prices and

\ allies differ.

l!tt us now apply this method of transformation to the data

of Table 11 . The first four columns of Table iii reproduce data

from Table ii; m the remaining columns the transformation is

carried out. In this example, p is 200 600 or per cent,

Tsiuf III

Marx^y Price Calculiitwn

Dfms-
nov OF

\’ari- PRICF

SFANT XBT r St rpi i s FROM
Dip’t Capijai. CxPlFAi V AT T f Vm 1 E Phot IT Price

f -p v -4“

Vmlf

c V f .r 1* 4- s p{r -f- V) pvc j-r)

I :50 '’S 40T) 108V<

II ?0 75 75 200 41^3 -jn
III 100 50 50 200 50 200 0

Comparing Table in wkh '^'able II, wc ste that the price of

commodities produced in Department i has risen by 33H, the

price of conitiiodities produced in Department 11 has fallen by a

like amount, and the price of commodities produced in Depart-

ment 111 IS unaffected. There has, of course, taken place a corre-

sponding rise in the profits of Department 1 and fall in the profits

of Department ii. But the totals of the priffits and prices of all

departments are respectively equal to the former totals of surplus

value and value.

This is Marx’s own method of transforming values into prices.

Before any general comments can be made it is necessary to test

the internal consistency of the results. Tables 1 and ii were both
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constructed on the hypothesis of Simple Reproduction: the

product of Department i was assumed equal to the amount of

constant capital used up; the product of Department ii was

assumed equal to total wages; and th^ product of Department m
was assumed equal to total surplus value. If the procedure used

in transforming values into prices is to be considered satisfactory,

it must not result in a disruption of the conditions of Simple

Reproduction. Going from value calculation to price calculation

has no connection with the question whether the economic sys-

tem as a whole is stationary or expanding. It should be possible

to make the transition without prejudicing this question one way
or the other.

Let us examine Table iii in this light. Table iiw selects from

Table in the relevant items, and it also includes the totals which

were omitted from Table iii.

Table II1<i

Marxes Price Calculatiin

Department
Constant
Capital

Variable
Capital Profit Price

I 250 75 108% 453%
II 50 75 41% 166%

III 100 50 50 200

Totals 400 200 200 800

A moment’s inspection of Table ma reveals that the Marxian

method of transformation results in a violation of the equilibrium

of Simple Reproduction. The total quantity of constant capital

used up in production still equals 400, but the constant capital

produced in Department i is now priced at 433%. There is a

discrepancy between the two figures of 33%. Similarly, the total

wage bill of all three departments amounts to 200, but the out-

put of wage goods in Department ii is priced at only 166%.

Again there is a discrepancy of 33%. The fact that total surplus

value still covers the output of luxury goods is a mere accident

of the way the table has been constructed. In gqieral no such

coincidence could be expected. *

The discrepancies revealed in Table iiia could be justified only

if we were to make the assumption that workers accumulate
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capital to the extent of out of their incomes. But, of course,

there is no reason why we should make such an assumption, and
to have it forced upon us by the mechanics of transforming

values into prices is unreasonable. Only one conclusion is possi-

ble, namely, that the MarxiaA method of transformation is logi-

cally unsatisfactory.

3. An Alternative Solution •

The source of Marx’s error is not difficult to discover. In his

price scheme the capitalists’ outlays on constant and variable

capital are left exactly as they were in the value scheme; in other

words, the constant capital and the variable capital used in pro-

duction are still expressed in value terms. Outputs, on the other

hand, are expressed in price terms. Now it is obvious that in a

system in which price calculation is universal^ both the capital

used in production and the product itself must be expressed in

price terms. The trouble is that Marx went only half way in

transforming values in<b prices. It need occasion no surprise that

this procedure leads to contradictory results.

Marx himself was by no means unaware of this possible source

of error. In discussing the transformation problem in Volume in

he wrote:

Since the price of production may vary from the value of a

commodity, it follows that the cost price [constant capital plus

variable capital] of a commodity containing this price or produc-

tion may also stand above or below that portion of its total value

which is formed by the vSlue of the means of production con-

sumed by it. It is necessary to remember this modified signifi-

cance of the Cost price and to bear in mind that there is always

the possibility of an error if we assume the cost price of the com-
modities of any particular sphere is equal to the value of the

means of production consumed by it.*

At this point, however, he dropped the matter with the remark

that ‘our present analysis docs not necessitate a closer examina-

* The basic wprk on this subject is Bortkiewicz*$ paper 'Zur Bertchriguiig

der gnindlegendcn theoretischen JKonstruktion von Marx iin dritten Band
des “Kapital,”’ jabrbueber fur Nationdokonatme und Statistiky July 1907.

Since this section is essentially nothing but an abbreviated version of

Borrktewicz*s argument, specific references have been omitted.

9
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don of this point.’ Nevertheless the problem apparently bothered

him, because he returned to it in Theories of Surplus Value,

where he devoted two full pages to showing how ‘the transfor-

madon of values into prices of producdon, works doubly,’

namely through altering the amoud); of profit received in a given

industry, and through altering the price of input factors, what

he called the cost price.* In spite of this, Marx reiterated his be-

lief that prices of production could be derived from values:

'This significant deviation of producdon prices from values—

which capitalist production brings about—does not in the least

alter the fact that production prices, as before, are determined

by values.’ * It must be said, however, that he never succeeded

in proving this contention in a logically convincing manner,

although if he had lived to rewrite Volume in it is quite possible

that he would have left this subject in a more satisfactory state.

In the remainder of this section we shall outline a method of

transforming values into prices which is free of the objection

to which Marx’s method is open.

As a first step, let us assume that the price of a unit of con-

stant capital is x times its value, the price of a unit of wage goods

is y rimes its value, and the price of a unit of luxury goods is z

times its value. Further let us call the general rate of profit r—it

is important to understand that r is not defined as Marx defined

the rate of profit and hence it seems wise not to use the same

symbol for both concepts.

Now in value calculation the following three equations ae-

scribe'the conditions of Simple Reproduction:

I Cl Vi Si = Cl Ca Cs

n Ca + Va Sa = Vi + Va Vz

^

III + V3 -f- Js = + ra + ^8

These equations, when transformed into price terms, become:

I Cix -f- Viy -f- r(CiX Viy) = (ci -|- + <?8)*

II C2* + Vay + r(c2* + Vay) = (ui + va + Va)y

III C3X + Vay + riCaX + tay) = ( Ji -|- Fa + ^3)2

And these can be rewritten as;
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I (1 + r) (ri» + Viy) = (ci + c* -f c,)x

II (1 + f) (Cax + Vay) = (vi + Va + Va)y

III /I + r) (Cax + Vay) = ( 5^ + Xa + fs)*

In these three equations ^ere are four unknown quantities,

namely, x, y, z, and r. For a unique solution it is necessary to

have the same number of equations and unknowns. Hence we
ought to have either one more equation or one less unknown.
We might proceed as Marx did by setting total value equal to

total price. This would give us the following fourth equation:

(c, + C2 + Ca)* + (vi + va + Va)y + (si + Ja + Sa)z =

(Ci + Ca + Ca) + {vi + Va Vj) + (si + •fa + fa)

The economic meaning of this equation can be easily seen. So

far in our value schemes we have reckoned everything in terms

of hours of labor; in odier words, one hou^ of labor has been

the unit of account. By assuming that total output in value terms

is equal to total output in pribe terms, we should simply be re-

taining the same unit of account in the price scheme. There is

no logical objection to this way of proceeding, but from a

mathematical point of view there is an dtemadve method which

is simpler and hence more attractive.

Instead of calculating the value scheme in terms of units of

labor time we might have put it in money terms. Thus the value

of each commodity would not be expressed in units of labor

but in terms of the number of units of the money commodity

for which it would exchange. The number of units of labor

necessary to produce one unit of the money commodity would

provide a direct link between the two systems of accounting.

Let us assume that the value scheme has been cast in money

terms and that gold, which we will classify as a luxury good, has

been selected as the money commodity. Then one unit of gold

(say one thirty-fifth of an ounce) is the unit of value. For the

sake of simplicity we will also suppose that the units of other

luxury goods have been so chosen that they all exchange against

the unit of gold on a one-t<j-one basis: in other words the unit

value of all luxurv goods, including gold, is equal to one. Now
in going from a value to a price scheme we wish to retairi one
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thirty>fifth of an ounce of gold as the unit of account. The unit

of gold will therefore be equal to one in both schemes, and under

the assumed conditions the same must be true of all luxury goods.

Since we have already assumed that the price of r unit of luxury

goods is z times its value, this amoi^ts to setting

2 = 1

and this, in turn, reduces the number of unknowns to three.

Since we have three equations the system is now completely

determined.

If we now set 1 +

1

= w, our three equations finally look as

follows:

I ni(cix + viy) = (ci + C2 + Ca)*

II m(c2x + V2y) = (vi + »2 + »'3)y

III m(c3X + t'sy) = St + i2 + S3

The actual sfilution of the equations is, of cour.se, a matter of

algebra; what concerns us is the ojitcome. To express the result

most conveniently, the following six expressions are formed:

Vl Vi + Cl + Si

gl ^
Cl Cl

V2 t>2 + ^^2 4" ^2
g2 ^

C2 C2

V3 1^3 + ^^3 + 53
g3 =

C3 C3

Remembering that

Cl + ^2 + <"3 ~ Cl + t»i + Si

vi + Va + »3 = C2 + Va

^1 + ^2 + ^3 C3 + »3 + S3

our equations can be rewritten

I m(x+fiy) = gix

II tn(x +fjy) == g2y

111 w(x+/3y) = &
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The solutions * which emerge are then as follows:

tn

y

fjgi + ga
- •V^(ga - Mif + iftgtgj

I
2(/2 —fi)

fo

f2 + ifz -S2)*n

ti9

ti-m
It. will be recalled that we defined m as equal to r + 1, and

hence r (the rate of profit) is given by

r = m — 1

These formulas look rather formidable, but actually they are

not difficult to apply. As an example of ho^ prices can be de-

rived from values, let us perform the necessary operations on the

basic data presented in Table ji. The value scheme is as follows:

I 2S0(ci) + 75(»,) + 75 (si) = 400

II S0(ca) + 75(r2) + 75(s2) “ 200

III 100(C3) + S0(»3) + 50(s3) =» 200

Using the formulae for x, y and m we get

. I

m - i

This implies a rate of profit (m — 1) of 33% per cent.

All that remains to be done now is to substitute the actual

* The equations are of the seco*«cl degree and of rather an unusual sort.

The most convenient way of proceeding seems to^be to rewrite the first

two as linear equations in x and y. Then if there is a solution the condition

(w - ffl)

m •

mfi

(m/2 - Ri)

0

must be satisfied. Tlie solution for m emerges at once, and from this point

eveiy'thtng is plain sailing.
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figures in die final set of price equations. The result is shown in

Table infi.

Table III^

Correct Price (Mculation

Department
Constant
Capital

Variable
Capital PRom Price

I 28134 5634 11234 450

n 5634 5634 3734 150

in 11234 3734 50 200

Totals 450 150 200 800

It is clear that price calculation according to what may appro-

priately be called the Bortkiewicz method, as illustrated in

Table mb, produces no disturbance of the equilibrium of Simple

Reproduction. The output of Department i equals the constant

capital used up; tbe production of Department n equals wages

paid out; and the output of Department m is sufficient to absorb

the total surplus value accruing tp the capitalists. Furthermore,

all capitalists are' realizing 33^ per cent on their investments.

Everything is in order again just as it was in Table i which

showed a value scheme on the assumption of equality in the

organic composition of capital for all industries.

So far the numerical examples have been worked out on the

basis of figures, first presented in Table ii, which were specially

selected for their simplicity and manageability. There is, how-

ever, a certain accidental characteristic of this particular set of

figures which might lead to misunderstanding. It will be noted

that in Table in^ total price amounts to 800, exactly the same

sum as total value in the earlier tables. One would be tempted

to conclude from this that in general the Bortkiev/icz method of

transforming values into prices leaves the totals unchanged. This,

however, is not so, and in order to demonstrate the pwint it

seems desirable to reproduce the tables which Bortkiewicz him-

self uses to illustrale his method of transformation. Table iv

gives a value scheme and Table iva the corresponding price

scheme.

Table iva is derived from Table tv in the same way that Table

nifi.was derived from Table il We see once again that all the

conditions of Simple Reproduction are fully satisfied by this
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Table IV

Valtie Calculation *

Constant Variable Surplus
Department Capital * Capital Value Value

I 225 90 60 375

II 100 120 80 300

III SO 90 60 200

Totals 375 300 200 875

0 The rate of surplus value is here assumed to be 66% per cent.

Table IVa

Price Calculation

Constant Variable

Department Capital Capital Profit Price

I 288 96 ' 96 480

II 128 128 • 64 320

III 64 96 40 200

Totals 480 • • 320 ipo 1000

method of transformation. But there is one difference between

this case and the earlier one. In Table iva total price (1000) di-

verges from total value in Table iv (875); whereas in the pre-

vious example the two totals were the same. A brief explanation

of this difference wiM show that the earlier example is a special

case while the later example must be regarded as possessing gen-

eral validity.

The problem turns on the organic composition of capital in

the gold industry relative tS the organic composition of the total

social capicJ before the transformation to price terms has been

carried throu^. This can be readily demonstrated. It is clear,

first, that if in the gold industry a relatively high organic com-

position of capital obtains, the price or gold will be greater than

its value. This follows from riic fact that in price calculation

profit is proportional to total capital whereat in value calculation

it is proportional to '’ariable capital alone. Qinsequently if all

other commojlities are expressed in terms of gold, their total

price must be less than their <otal value. This can be put other-

wise as follows: * ir.ce cx hypothesi the price and the value pf a

unit of gold are both numerically equal to one, the fact that its
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price is ‘higher’ than its value can be expressed only by the fact

that the average price of all other commodities is lower than

their average value. Put still otherwise, if the organic composi-

tion of capital is relatively high in the gold industry, the trans-

formation from value to price wilr raise the purchasing power

of gold. The same reasoning applies, mutatis mutandis^ to the

case where the organic composition of capital in the gold indus-

try is relatively low. In this case total price will be greater than

total value. Only in the special case where the organic composi-

tion of capital in the gold industry is exactly equal to the social

average organic composition of capital is it true that total price

and total value will be identical.

These principles can be tested by reference to the numerical

examples already presented. In Table ii the organic composition

of capital in the luxury-goods department (and hence in the gold

industry) was 100/150 or 66% per cent, while the organic com-

position of the total capital was 400/600, also 66% per cent.

Hence the transformation to price (Table ni^) rissiilted in a

total price equal* to total value. ^ In thd example taken from

Bortkiewicz, however, the organic composition of capital in the

luxury-goods department was originally 50/140 or 35% per cent

compared to an organic composition of the social capital of

375/675 or 55% per cent. Since in this case the organic composi-

tion of capital in the gold industrj^ was relatively low, the trans-

formation from value to price resulted in a total price greater

than total value.

Since there is no reason to assume that the organic composition

of capital in the gold industry is equal to the average organic

composition of the social capital, it follows that in general the

Bortkiewicz method leads to a price total differing from the

value total.

It is important to realize that no significant theoretical issues

are involved in this divergence of total value from total price.

It is simply a question of the unit of account. If we had used

the unit of labor time as the unit of account in both the value

and the price schemes, the totals would have been the same.®

* I'he use of the unit of labor time as the unit of account in both
schemes underlies the ingenious method of transformation devised by
Natalie Moszkowska, Das Marxsche System (1929), esp. pp. 3-19.
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Since we elected to use the unit of gold (money) as die unit

of account, the totals diverge. But in either case the proportions

of the price scheme (ratio of total profit to total price, of ont>

put of constant capital to oiyput of wage goods, et cetera) will

come out the same, and it is the relations existing among the

various elements of the system rather than the absolute figures

in which they are expressed which are important.

With the help of the Bbrtkiewicz method we have shown that

a system of price calculation can be derived from a system of

value calculation. This is the problem in which Marx was reaUy

interested. He believed he could solve it by using an average rate

of profit calculated directly from the value magnitudes. This was

an error, but it was an error which pales into insignificance when

compared with his profoundly original achievement in posing

the problem correctly. For, by this accompiishment, Marx set

the stage for a final vindication of the labor theory of value, the

solid foundation of his whole theoretical structure.*

4. A Qjrollary of the Bortkiewicz Methto

A close inspection of the formula for the rate of profit, de-

rived above, reveals a striking fact. The formula in question, it

will be recalled, is as follows:

/Sgl + g2 - V(ga -fzgl)^ + *flgli2 _ .

2(/2-/i)

where the following relations hold:

C2

V3

gx

i2

^3

Vl + Cl + $i

Cl

^2 + ^2 + ^2

Ts + gs

C3

*The significance of the transformation problem is discussed at length
in the last two sections of this chapter.
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It will be observed that neither fs nor gs appears in the

formula. In other words, the organic composition of capital in

Department in (luxury goods) plays no direct role in deter-

mining the rate of profit.

This is a result of considerable theoretical interest. It means

essentially that the rate of profit depends only upon the condi-

tions of production existing in those industries which contribute

directly or indirectly to the make-up of real wages. Conditions

existing in industries catering solely to capitalists’ consumption

are relevant only in so far as they influence conditions in the

wage-goods industries. Marx would have agreed that this propo-

sition holds with respect to the rate of surplus value, but his

method of translorniing values into prices led him to believe

that it did not apply to the rate of profit. As Bortkiewicz pointed

out, however, the result is in accord with Ricardo’s theory of

profits, and Marx’s criticism of Ricardo on this score was un-

justified.*

Bortkiewicz developed this theorem about the rate of profit

in two directions.' In the first place, he regarded it as conclusive

support for the Marxian view that profits constitute a subtrac-

tion from the product of labor. In this connection Bortkiewicz

substituted the neutral expression 'deduction theory’ (Abzzigs^

theorie) for Marx’s term 'exploitation theory’ (Ausbeutungs-

theorie). In the light of this theorem,

it should be quite clear that the cause of profit as such is to be

sought in the wage relation and not in the productive power of

capital. If it were a question of this ppwer it would be inexplic-

able why certain branches of production are excluded from any
influence on the height of profits.®

Secondly, Bortkiewicz showed how this theorem, relative to

the rate of profit, could lead to a refutation of the general va-

lidity of Marx’s version of the law of the falling tendency of

the rate of profit. To demonstrate that there is no necessary con-

nection between variations in the average organic composition

of the total social capital and variations in the average rate of

profit, one need only assume that, the organic composition of

capital in Department in rises while everything else remains un-

* Bonkiewicz was at great pains to defend Ricardo against Marx.



THE SIGNmCANCE OF PRICE CALCULATION t2J

chained. The average organic composition of capital must rise,

but the rate of profit remains unaffected.

The practical significance of this criticism is not great. In

general there is no reason totassume a tendency for the organic

composition of capital in the luxury-goods industries to rise

more rapidly than the average for all industries. Furthermore, in

the real world the industries which cater only to capitalists’ con-

sumption are doubtless few and relatively unimportant. The
great majority of consumption-goods industries are common to

Apartments ii and ni alike.

^me writers have apparently assumed that the main burden

of Bortkiewicz’s criticism of the law of the falling tendency of

the rate of profit rests on grounds which have just been ex-

plained.* This is true so far as his article ‘On the Rectification

of Marx’s Fundamental Theoretical Constniption in the Third

Volume of Capital’ * is concerned. But in his other papers on

Marxian economics, 'Value Calculation and Price Calculation in

the Marxian System,’’ Bortkjewicz puts the chief emphasis on

Marx’s neglect of ‘the mathematical relation between the produc-

tivity of labor and the rate of surplus value.’ t This latter objec-

tion to Marx’s formulation of the law of the falling tendency of

the rate of profit is certainly the more important of the two.

Moreover this objection has nothing to do with the procedure

used in transforming^ values into prices.

5. The Significa> .'e of Price Calculation

So far we have discussed the technical aspects of the problem

of transformjpg values into prices. Having observed that Marx’s

method was faulty, wc located the source of his error and pro-

ceeded to demonstrate that the problem can be solved in a logi-

cally satisfactory manner. What, now, is the significance of the

whole issue?

Marx himself, it seems clear, regarded fhc problem of price

calculation as one of distinctly secondary importance. So far as

he was concerned, its relevance was limited to two aspects

of the economy: (1) the pfices of individual commodities, and

* See the articles by Shibata cited in note to p. 105 above.

t See above, p. 104 n.
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(2) the relative profits of individual capitalists. To use a modem
turn of phrase, ^ese are economic issues of a microscopic nature.

They relate to the separate elements of the system, not to the

system as a whole. Marx, howeveit interested in economic

macroscopics: total income, its division among the major social

classes, and the manner in which these aggregate quantities be-

have in the course of the development of the capitalist system.

In relation to these larger issues, the question of value calculation

WTSUS price calculation possessed only an incidental significance,

which he could safely afford to neglect.

If Marx’s method of solving the transformation problem could

be considered valid, there seems to be no doubt that this position

would be entirely justified. According to his mefhod, total out-

put, total surplus value, total wages, rate of surplus value, and

rate of profit are all undisturbed by the transition from value

terms to price terqis. Moreover, the forces set in motion by the

capitalists’ tireless pursuit of increased income and wealth oper-

ate quite as strongly and with prfcisely the same broad effects

whether the system be one of value calculation or J)rice calcula-

tion.

Our investigation has shown, however, that Marx’s method is

unsatisfactory, that not only individual prices and profits but

also aggregates and their relation to one another may be affected

by the transition from value to price. To w^hat extent, if at all,

does this fact discredit the conclusions which have been reached

in earlier chapters on the assumption of system-wide equality in

the organic composition of capitals?

In order to answer the question, let us postulate a value scheme

on the assumption of general equalitj; in the organic composition

of capitals. Call this value scheme K. In this case the correspond-

ing price scheme is identical. Now vary the organic composition

of the individual capitals but in such a way as to leave the aver-

age unchanged. Call the corresponding price scheme P. We
know that V and P Vill differ in certain particulars. For exam-

ple, both the total amount of surplus value and the rate of profit

may be, say, smaller in P than in F, But aside from the particu-

lar figures involved, it is readily seen that the relationships im-

plied, in the two schemes are identical. Capitalists get profits and

workers get wages in both; the conditions of Simple Reproduc-
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tion are the same. In passing from F to P the system has, so to

speak, undergone a transformation which affects only its dimen-

sions. In comparing two equilibrium states, this in itself is a

matter of no great import.

Now let the two systems divelop under the impact of accumu-

lation. WiU their tendential characteristics differ significantly?

This is the crux of the problem.

Clearly distinguishable differences, it would appear, might

arise from two sources. First, in P the organic composition of

capital in the gold industry might follow a singular course, let

us say rising more steeply than the average for all industries,

while ex hypothesi in V all industries behave similarly in this re-

spect. In such a case the purchasing power of money would act

differently in the tu'o systems, or, looking at the matter from

the other side, total price would progressively diverge from total

value. This, however, as we have already noted, is simply a ques-

tion of the unit of account which has no dee'jser theoretical sig-

nificance. It appears that the first difference can be dismissed

without fear of seriowp consecfuences.

A second difference between the tendencies of V and P might

arise because of certain relative shifts in the organic composition

of capital as between the various industries in P, shifts which by
assumption are absent from V. The average will simultaneously

increase in both to the same extent, but in P the rate of increase

in some industries ” ly be assumed to be rapid while in others

it is slow or perhaps even nonexistent. But to make a difference

in the broad tren^, this internal shifting of the organic com-

position of capital in P wiH have to be of a certain definite kind.

It will have to affect wage-goods industries on balance differ-

ently from lu<ury-goods industries. For, if the particularly sharp

increases as well as the failures to increase are distributed in more

or less random fashion over the entire field of industry, there

will be no reason to assume a particular effect on any of the

relevant aggregate quantities.

Shifts which have a special effect on the wage-goods industries

are certainly not impossible. Moreover, in principle they need

only be shifts* which exercisers significant influence on industries

which arc directly or indirectly relatively more important in the

production of wf.«>': goods as compared to those which are 'rela-



128 THE TRANSFORMATION OF VALXJES INTO PRICES

lively more important in the luxury-goods field. Consequently it

must be admitted that there may be forces present in P which

are absent from V.

But here it is pertinent to pose a question. already know
that V exhibits certain fairly definite tendencies. These tenden-

cies are not done away with by the transformation to P; at most

they are modified. But in which direction are they modified?

Are they reinforced? or inhibited? The truth is that there are

no grounds on which to base an answer to this question. Under

such circumstances there is only one general assumption which

has anything to recommend it, namely, that different rates of

change in the organic composition of capitals are distributed

more or less at random among the various branches of industry.

This amounts to assuming that rates of change of the organic

composition of capital as between industries are neutral with

respect to the trend of the aggregate quantities in which we are

primarily interested. And this, finally, amounts to abstracting

^together from such divergent rat« of change. This is an appro-

priate abstraction' in the sense already explained iti an earlier

chapter.*

Once this abstraction has been made, it follows that the pat-

terns of development traced out by V and P will differ only in

minor details. In other words, the laws of motion of capitalise

production can, in principle, be discovered and analysed by the

use of either value calculation or price calculation. The legiti-

macy of treating the case where value calculation and price cal-

culation are identical is an obvious corollary.

It appears, therefore, that a correct conception of the trans-

formation problem does not affect the laws of capitalist develop-

ment reached in earlier chapters.

6. Why Not Start with Price Calcuuwion?

It may be urged Vhat the whole set of problems concerned

with value calculation and the transformation of values into

prices is excess baggage. The real world is one of price calcula-

tion; why not deal in price terms from the outset?

* See above, p. 20.
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A Marxist can safely concede something to dtis point of view.

In so far as the probkins which are posed for solution are con-

cerned with the behavior of the disparate elements of the eco-

nomic system fprices of inc^vidual commoditi^ profits of par-

ticular capitalist the combination of productive factors in die

individual firm, et cetera) there seems to be no doubt that value

calculation is of little assistance. Orthodox economists have been

working intensively on problems of this sort for the last half

century and more. They have developed a kind of price theory

which is more useful in this sphere than anything to be found in

Marx or his followers.

One might be tempted to go farther and concede that from

the formal point of view it is possible to dispense with value cal-

culation even in the analysis of the behavior of the system as a

whole. There is, however, a weighty reason for believing that

this would be a mistaken view. The entire social ou^ut is the

product of human labor. Under capitalist conditions, a part of

this social output is appropriated by that group in the com-

munity which owns*the m&ns of production. This is not an

ethical judgment, but a method of describing the really basic

economic relation between social groups. It finds its most clear-

cut theoretical formulation in the theory of surplus value. As
long as we retain value calculation, there can be no obscuring

of the origin and nature of profits as a deduction from the prod-

uct of total social ' :bor The translation of pecuniary categories

into social categories is greatly facilitated. In short, value calcu-

lation makes it possible to look beneath the surface phenomena

of money and commodities to the underlying relations between

people and classes.

Price calculation, on the other hand, mystifies the underlying

social relations of capitalist production. Since profit is calculated

as a return on total capital, the idea inevitably arises that capital

as such is in some way ‘productive.’ Things appear to be en-

dowed with an independent power of their own. From the point

of view of value calculation it is easy to recognize this as a

flagrant form of commodity fetishism. From the point of view

of price calculation it appears to be natural and inevitable.* It is

not only a question of obscuring the basic social relations of

• Cf. above, pp. h f.
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capitalist production, however. Every one of the theories of

profit which have been developed starting from price calcula-

tion is open to serious objection. Bohm-Bawerk, the great oppo-

nent of Marx’s value theory, effectively blasted die theories

which rely on the alleged productivity of capital as an explana-

tory principle. His own theory of time-preference is certainly

no more solidly grounded.* It is perhaps significant that modern

theorists have largely given up the attempt to explain the origin

of profit and now confine themselves to analysing changes in the

level of profit and the division of profit among entrepreneurs

and interest-receivers.

But despite this attitude of indifference on the part of modem
theorists towards the problem of the origin and nature of profit,

the issues involved are of profound significance. They affect not

only our attitude towards the economic system in which we
live but also our choice of the theoretical tools with which we
seek to understand it. It is from this circumstance that the dis-

pute over price calculation Dcrsus value calculation derives its

real importance. K* we believe, with Marx* and the ^eat classical

economists, that profit can be understood only as a deduction

from the combined product of social labor, there is no way of

dispensii^ with value calculation and the labor theory of value

on which it is based.

* Bohm-Bawerk imagined that this theory combined productivity and

time preference and in this way avoided his own objections to what he

called ‘naive’ productivity theories. Bortkiewicz, however, showed that

the only independent ground for interest adduced by Bohm was time-

preference. t

Borddewicz, apparently alone among Marx critics, regarded the ‘deduc-

tion’ theory of profit and the juxtaposition of value cakuladon and price

calculation as overwhelmingly Marx’s most important (lontributions to

economic theory. He took this position because he shared the view ex-

f
ressed in the tej^ namely, that other theories of profit are unsatisfactory,

le developed this theme in an important series of papers which have re-

ceived much less attention than they deserve. Beside those already cited,

the following may lie noted: ‘Der Kardinalfehler der Bohm-Bawerkschen
Zinstheorie,’ SehmoUer*s*Jahrbueb, 1906; ‘Zur Zinstheorie,’ ibid. 1907; and
‘Bdhm-Bawerk’s Hauptwerk in seinem Verhaltnis zur Sozialistischen

Theorie des Kapitalzinses,’ Arebh fiir die Gesehichte dei Sozialismus und
der Arbeiterbewegmi, 1921.



PART THREE

CRISES AND DEPRESSIONS





VIII

THE NATURE OF CAPITALIST CRISES

Marx never lost sight of the problem of crises. In the ManifestOf

one of his early works, he spoke of ‘the commercial crises that

by their perio^cal return put the existence of the entire bour-

geois society on trial, each time more threateningly.’ And one

of the last things published during his own lifetime, the ‘Post-

script to the Second Edition’ of Volume i of Capital (1873),

closed on a similar note:

The contradictory movement of capitalist^society^ impresses it-

self upon the practical bourgeois most strikingly in the changes

of the periodic cycle through which modem industry runs and
whose crowning point is tne general crisis. ‘The crisis is once
again approachmg, although as yet but m its preliminary stage;

and by the universality of its theatre and the intensity of its

action it will dmm dialectics even into the heads of the mush-
room upstarts of the new, holy Prusso-German empire.^

Moreover, throughout the three volumes of Capital and the three

volumes of Theoric of Surplus Value, the problem of crises con-

tinually recurs. Nevertheless, there is nowhere to be found any-

thing approaching a compile or systematic treatment of the

subject in Marx’s writingS.

There are very good reasons for this lack. Crises are extraordi-

narily complicated phenomena. They are shaped to a greater or

less extent by a wide variety of economic forces. As Marx ex-

pressed it, ‘the real crisis can be explained only from the real

movement of capitalistic production, competition, and credit.’*

By ‘competition’ and ‘credit’ he meant thtf entire organizational

structure of markets and financial machinery which makes the

actual economy so much more complicated than the model sys-

tems which were analysed in Capital. To put the point other-

wise, the crisis as a complex concrete phenomenon could not be

fuUy analysed die levels of abstraction to which Capital is

133
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confined. What we do find are all the aspects of the crisis prob-

lem which emeige on the higher levels of abstraction. These ap-

pear from time to time throughout the analysis, though not

necessarily in logical order from the point of view, of an overall

treatment of crises. It is probably safe to say that if Marx had

lived to complete his analysis of competition and credit he would

have given us a thorough and systematic treatment of crises. As

it turned out, however, crises necessarily remained on the list

of unfinished business.

Under these circumstances, and in view of the practical im-

portance of the problem, it was natural that Marx’s followers

should devote a great deal of attention to the theory of crises.

On the one hand, they extended Marx’s analysis in various re-

spects; on the other hand, they quarreled among themselves

about the meaning and relative importance of his scattered con-

tributions to the subject. There can, therefore, be no question of

treating crises within the general framework of Marxian eco-

nomics without taking account of the writings of later Marxists

on the subject. In \( hat follows no attempt 'at complefl: coverage

will be made; rather we shall confine ourselves to drawing upon

the most important authors in so far as this will help in rounding

out and clarifying the presentation.

1. Simple Commodity Production and Crises

A well-recognized and more or less stable currency, or means

of circulation, is a necessary feature of a society which has ad-

vanced beyond the stage of occasiondi barter to the point of

regularly satisfying its requirements through die private -ex-

change of individual producers. Whereas the form bf the barter

transaction is C-C, commodity against commodity, under con-

ditions of developed commodity production the form of ex-

change becomes C-M-C, commodity against money and money
against commodity. It'is thus the function and purpose of money
to split the act of exchange into two parts which in the very

nature of the case may be separated in time and in space. In

the history of civilization the introduction of money represented

a great forward step. The producer no longer has to search out

some one who has what he urants and at the same tinie wants
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what he has. By the use of money he is enabled to sell his

product when it is ready and to purchase his requirements at his

convenience. In this way much time is saved and genuine spe-

cialization, th*e foundatioif of increased productivity, becomes
possible.

All this is commonplace. But what is perhaps less widely rec-

ognized is the fact that the organization of production through

private exchange in the manner indicated carries with it the

possibility of a crisis of a kind which would be unthinkable in

a simpler economy in which labor is organized and products

are shared under the direction of a single authority (for exam-

ple, in the patriarchal family economy, or the economy of the

feudal manor). For if producer A sells and then, for whatever

reason, fails to buy from B, B, having failed to sell to A, cannot

buy from C; and C, having failed to sell to B, cannot buy from

D; and so on. Thus a rupture in the processlof circulation, which

is conditioned upon the separation of purchase and sale, can

spread from its point of origin until it affects the entire econ-

omy. The familiar result of a crisis, coexistence of stocks of un-

saleable commodities and unsatisfied wants, emerges. Every pro-

ducer has produced more than he can sell. While in earlier forms

of society economic disaster was synonymous with unwonted

scarcity, here for the first time we meet that pieculiarly civilized

form of economic crisis, the crisis of overproduction. Of course,

in this case it would be absurd to say that the cause of the

crisis is overproduction; on the contrary, it is obvious that over-

production is the result the crisis. In the example given, the

‘cause’ is to be sought in the circumstances which induced pro-

ducer A to interrupt the process of exchanging his own prod-

ucts for the products of others. If we can discover why A sold

and failed to buy, we shall have laid bare the cause, at least in

a proximate sense, of the crisis.

Now actually it is not easy 'o think of reasons why producers

should behave in this disruptive way in a society of simple com-

modity production. To be sure, it is possible for natural disaster,

or war, or some such catastrophic occurrence, to interrupt the

circulation of simple commodity producnon, but the renting

economic crisis is likely to be one of acute shortage rather than

one of unsaleable surpluses, and in this respect simple commodity
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production is not very different from more primitive societies.

Hoarding, based on the miser’s greed for gold, is a conceivable

explanation of a crisis of the sort depicted, and it is well known
that hoarding as an end in itself is hiuch more dommon under

conditions approximating simple commodity production dian it

is in more advanced societies. Hoarding, however, usually takes

place gradually and over a long period of tirr'*. Tf is offset

by an adequate increase in the total supply of the money com-

modity, it will have no noticeable effect on the economy; if it

is not, it may exercise a persistently depressive effect on circula-

tion and hence on production. But it is difficult to see how
hoarding could produce a crisis of the sudden and violent charac-

ter with which we are familiar in the modem world. The con-

clusion seems warranted that, barring external factors like wars

and crop failures, crises are possible but rather unlikely, or at

most accidental, under simple commodity production.

Essentially this conclusion flows from the basic conditions of

simple commodity, production. The' circuladon form cer-

tainly contains the possibility of a crisis, but at the same time it

signiiSes production for consumption; and since consumption is

fundamentally a continuous process, there is little reason to

expect the possibility to turn into reality.

2, Say’s Law

The classical economists showed their lack of historical per-

spective by a consistent failure to distinguish between simple

commodity production and capitalist production. Theorems

woriced out on the implicit assumptions of simple commodity

production were frequently generalized and uncritically applied

to capitalist production. One of the clearest examples of this is

afforded by the principle which has become famous in economic

literature as ‘Say’s Lhw of Markets,’ so called after the French

follower of Adam Smith and contemporary of Ricardo, Jean

Baptiste Say.*

*The dubious honor of originality—dubious in diis case, at any rate—
can hardly be ascribed to Say in spite of the fact that the principle in

questioa is usually associated with his name. So far as the classics are con-
cerned, priority seems to belong to James Mill, father of John Stuart Mill.
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Say’s Law holds disc a sale is invariably followed by a pur-

chase of equal amount; in other words that there can be no inter-

ruption of the circulation C-M-C, hence no crisis and no over-

production. We have already noted that under simple com-
modity production such an interruption seems unlikely; Say’s

Law transforms this into the dogma of impossibility. The correct

thesis that crises and overproduction are unlikely under simple

commodity production becomes the false thesis that crises and
overproduction are impossible under all circumstances. By ac-

cepting Say’s Law, sometimes explicitly and sometimes tacitly,

the clstfacd economists barred the way to a theory of crises; as

a result their contributions to the subject were fragmentary, un-

related, and of small permanent value.

No one recognized this more clearly than Marx, and it is

hence not surprising that he devoted much attention to a detailed

criticism of Say’s Law (in its Ricardian versfbn). He wanted to

remove all doubt about the nature of the formal possibility of

crises and overproduction in eommodity-prodticing societies, and

thus to clear the way for a later analysis of the causes of crises.

This task is accomplished in the section on Crises in Theories

of Surplus Value.*

Ricardo denied the possibility of general overproduction in

the following terms:

No man produces but with a view to consume or sell, and he

never sells but with an intention to purchase some other com-
modity which may be useful to him, or which may contribute

to future production. By |froducing then, he necessarily becomes

either the consumer of his own goods, or the purchaser and con-

sumer of the^oods of some other person . . . Productions are

always bought by productions, or by services; money is only

the medium by which the exchange is effected.*

Marx poured ridicule on this reasomng. ‘This is the childish

babbling of a Say, but unworthy of Ricib'do.’ * Actually one

does not have to buy just because one has sold. Sale and purchase

are separated Jboth in time and in space. Money is more than the

‘medium by which the exchange is effected’; it is the medium by

which the exchange is split into the two separate and distinct

transactions, sale and purchase. If one sells and fails to buy, the
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result is cri^ and overproduction. ‘When we say that the simple

form of metamorphosis [i.e. C-Af-C] contains die possibility of

the crisis, we are only saying that in this form itself lies the

possibility of die tearing apart and separation of ecsentially com*

plementary operations.’ * lUcardo even misrepresents the condi-

tions of simple commodity production, though he obviously

means his andysis to apply not only to simple cominodiry pro-

duction but to capitalism as well. When we turn to a considera-

tion of the latter^ we shall see the full implications of Ricardo’s

error.

3. Gipitalism and Crises

The circulation form C-M-C, which is characteristic of sim-

ple commodity production, turns into M-C-M' under capitalism.

From the point of view of circulation this is the fundamental

difference between the two.* Let us examine this more closely.

The rationale of C-Af-C is clear. So far as exchange value is

concerned, the C>at the beginning and die C at the end are

identical From the point of view of use value, however, the first

C possesses for its producer none, or at most a small use value,

while the second C is desired because of its greater use value.

Thus the purpose of the exchange is the acquisition of use value

and not the enhancement of exchange value. This is what is

meant by saying that simple commodity production is produc-

tion for consumption, and it is this that explains the unlikeli-

hood of crises and overproduction u^der conditions of simple

commodity production.

M-C-M', the dominant form of circulation und^r capitalism,

is entirely different. The capitalist, acting as a capitalist,! starts

his career with money (Af) in sufficient quantity to function

effectively as capital; he throws this into circulation in exchange

for labor power and tneans of production (C); and finally, after

a process of production has been performed, he reappears on the

market with commodities which he transforms back into money

* See above, pp. 57 f. t

t It is important not to contuse the capitalist as capitalist and the capi-

talist as consumer. Ordinarily when we speak of the capitalist without
qualification we mean the fonner.
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(Af'). Both the Af at the beginning and the M at the end repre-

sent exchange value; neither possesses use value. The whole pro-

cedure would be pointless, therefore, unless there is a quanti-

tative difference between M and NL\ in other words unless

M — aM is positive. So far as the capitalist is concerned,

‘The expansion of value, which is the objective basis or main-

spring of the circulation Af-C-Al, becomes his subjective aim,

and it is only in so far as the appropriation of ever more and

more wealth in the abstract becomes the sole motive of his

operations that he functions as a Capitalist.’ ^ Here we have a

new element which was entirely missing from simple commodity

production. For though the miser might share the capitalist’s

passion for wealth in the abstract, he satisfies it by withdrawing

money from circulation; while the capitalist continually throws

his money back into circulation and thereby changes the charac-

ter of the circulation process itself. This it: what is meant by

saying that capitalism is production for profit, and it is this that

explains, as we shall jprcsentjy sec, why capitalism is peculiarly

susceptible to crises and overproduction.

Before we consider the relation between Af-C-AF and crises,

it should be noted that the circulation form C-Af-C does not

simply disappear or become irrelevant with the coming of capi-

talist production. Indeed, for the great majority of people, the

laborers, circiilatior continues to take the form C-Af-C with all

that this implies. The worker begins with a commodity, labor

power, which at best has a very limited use value for him; he

converts his labor powet into money; and finallv he uses the

money to acquire necessaries and conveniences of life. This is

C-/W-C and the objective is an increase in use value. Af-C-AT is

as foreign to the worker as it is to simple commodity producers.

It is therefore entirely mistaken to picture the worker as domi-

nated by the profit motive or to imagine that he shares the capi-

talist’s urge to appropriate i.ver more and more wealth in the

abstract.’ The worker is motivated by a desire for use values,

and what appears to be ‘accumulation’ on the part of workers

(through savings banks, insurance companies, ct cetera) has little

in common with the accumulation of the capitalist. It springs,

rather, from the necessity under which the worker is placed to
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attempt to insure a flow of use values to himself and his family

at a time when his labor power will no longer be saleable.*

The difference of behavior and motivation as between capi-

talist and worker has, of course, iHDthing to dcb with 'human

nature.’ It springs from the difference between Af-C-Af' and

C-Af-C, that is to say, from the different objective circumstances

in which each it placed. Through failure to make this distinc-

tion, orthodox economics has frequw^ntly been led into one or

the other of two opposite errors: the error of supposing that

under capitalism every one is driven on by a desire to make
profits, or the error of supposing that every one is interested

only in use values and hence that all saving is to be regarded in

the light of a redistribution of income through time. A good

example of the inconsistencies into which orthodox economics is

likely to fall on this account is cited by Marx. He quotes approv-

ingly a statement by MacCulloch: ‘The inextinguishable passion

for gain, the mri sacra fameSj will always lead capitalists.’ But,

Marx quickly adds, ‘This view, of course, does not prevent the

same MacCulloch 4nd others of his kidney, when in^ theoretical

difliculties, such, for example, as the question of overproduction,

from transforming the same capitalist into a moral citizen, whose

sole concern is for use values, and who even develops an insatia-

ble hunger for boots, hats, eggs, calico, and other extremely

familiar sorts of use values.’ * Careful consideration of the simple

but fundamental characteristics of capitalist society would serve

to warn against such pitfalls.

Let us now analyse the relation between Af-C-Af' and the

crisis problem. We have already seen that the attention of the

capitalist is focused on aA/; he is interested in seeing that AAf

is as large as possible. Naturally he does not judge success or

* Given an expanding population with a concentration of numbers in

the younger age groups, it is possible that 'accumulation* by workers on
this account may result in considerable net savings. Against this, how-
ever, must be set the (^savings of those whose incomes are below the

subsistence level (unemployed, aged, et cetera) and who are therefore

obliged to live on charity or relief of one sort or another. It is doubtful
if the net savins of the working class as a whole have ever been substan-

tially positive tot any considerable period of time. There is hence every

reason to believe that the assumption on which Marx always works,
namely that workers consume their entire incomes, is fully justified 00
theoretical as well as empirical grounds.
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failure by the absolute size of AAf, but rather by the size of JiM
relative to the magnitude of his original capital, or, in other

words, by the size of the fraction AAf/Af. Since this fraction is

obviously nothing but the fate of profit, we may say that die

capitalist is interested in maximizing his rate of profit, that this

is the immediate objective which he has in view when he em-
barks his capital in production.

Now so far as the formal possibility of a crisis is concerned,

there is no difference between simple commodity production and

capitalism. What was said earlier in analyi^ing simple commodity
production is equally applicable here. Any interruption in the

circulation process, any withholding of buying power from the

market, can initiate a contraction in the circulation process

which will give rise to the phenomenon of overproduction and

which will soon be reflected in a curtailment of production

itself. But there is this big difference, that ^iiereas before it was

hard to see what would start such a contraction, now at any rate

it is clear that if anything happens to the capitalist will im-

mediately reconsider the desirability of throwtng his M into cir-

culation. AiW constitutes the Achilles’ heel of capitalism which

was missing from simple commodity production.

For the present two cases will be considered. In the first place,

if AAf disappears or becomes negative the incentive of capitalist

production is removed. Capitalists will withdraw their capital,

circulation will contract, and a crisis followed by overproduction

will set in. This case is pretty clear; it is also, however, an extreme

case which is unlikely to have a counterpart in practice. It is

true that at times pmfits do disappear and even give way to

losses over the greater part of the whole economy. But this is

well recognized as the result of a particularly severe crisis; it is,

in other w^ords, a depression phenomenon and can scarcely be

used to explain the onset of the crisis.

Our second case, therefoi'^, »s that of a fall in AAf or, to use

more familiar terminology^ in the rate of profit. Supposing that

the rate of profit always remains positive so tha^* the motivating

factor of c^italist production is never entirely removed, arc

there still grounds for expecting that at a certain stage capitalists

might curtail their operations sufficiently^ to bring on a crisis?

The answer is emphatically yes. As Marx expressed it, under
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capitalism *it is not only a question of replacing the same mass

of objects of which the capital is composed on the same scale or

(in the case of accumulation) on an expanded scale, but of re-

placing the value of the advanced tcapital with .the usual [ge-

toohnlichen] rate of profit.’ * The usual rate of profit need not

be thought of as one definite figure, no more and no less; it is

sufficient that it be a fairly well-defined range of figures, say 10

to 15 per cent or 4 to 6 per cent according to circumstances.

Once the rate of profit goes below the usual range, a curtail-

ment of operations on the part of capitalists will set in. The
reasons for this are not difficult to see.

By the very nature of the circulation process every individual

capitalist is continuously called upon to choose between two
alternative courses of action: either he must throw his capital

back into circulation or he must hold it in its money form. In

the long run, it is tQie, these alternatives do not exist; if he wants

to continue as a capitalist, sooner or later he must reinvest his

capital. But this does not mean that he must immediately rein-

vest his capital an^ more than it means he' must alwlys continue

to reinvest his capital in the same line of production. It is a gen-

erally accepted principle that if the rate of profit goes below

the usual level in any particular industry, capitalists will shift

their capital out of that industry and into some other. If, how-
ever, the rate of profit goes below the usual level in all or nearly

all industries at the same time, nothing can be gained by shifting

from one to another. When this happens, capitalists are under no

compulsion to continue reinvesting under what they must regard

as unfavorable conditions; they can postpone reinvesting until

conditions are once again favorable, that is to say, until either the

rate of profit is back in the usual range or they have reconciled

themselves to a new and lower norm for the rate of profit. In

the meantime the postponement of reinvestment will have inter-

rupted the circulation process and brought on a crisis and over-

production. llie crisis and subsequent depression are, in fact,

part of the mechanism by which the rate of profit is restored

either completely or partially to its previous level.
,

It is not true, therefore, that the rate of profit must disappear

or become negative in order to produce a crisis. All that is re-

quired is a reduction in the rate of profit below its usual level
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sufficient to induce capitalists to begin holding their capital in

money form pending the return of more favorable conditions.

In this way the continuity of the circulation process is breached

and the crisis precipitated. «

It might be thought that, instead of holding on to their money
capital, the capitalists would increase their personal consuniption

when faced with an abnormally low rate of profit. If this hap-

pened, the character of the demand for commodities would be

changed, but the total would be unaffected, and no interruption

of the circulation process would be entailed. To argue in this

way, however, is to make the mistake which Marx was so careful

to warn against; it is to assume that all at once the capitalist loses

his interest in accumulation and becomes ‘a moral citizen whose

sole concern is for use values’; it is to assume that the capitalist,

faced with ‘hard times,’ seeks compensation in riotous living

rather than in the more prosaic but also mifre realistic way of

pulling in his belt; in short, it is to assume aw'ay w'hat is most

essential to capitalism, fhe never-ceasing urge t^ accumulate capi-

tal. Marx criticized this line of reasoning very clearly in the

following passage:

It is never to be forgotten that in the case of capitalist pro-

duction it is not directly a question of use value, but of exchange

\alue, and more particiilaily of the expansion of surplus value.

This is the driving motive of capitalist production, and it is a

fine conception which, in order to reason aw^ay the contradic-

tions of capitalist production abstracts from its very basis and

makes it into a system of#production which is concerned with

the immediate consumption of the prouucers.^®

The argumftit of this section may be summed up as follows:

the specific form of capitalist crisis is an interruption of the cir-

culation process induced by a decline in the rate of profit below'

Its usual level. It is interestinir and also instructive to note that

modern business-cycle theory iias arrived atfa conclusion w^hich,

though apparently unrelated, is nevertheless in substance very

similar to the Marxian position. Modem theorists start on a lower

level of abstraction than Mar\: for them the capitalist class is

divided into two sections, entrepreneurs who organize and direct

the processes of production, and money capitalists who supply
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the funds, in the form of interest-bearing loans, which the

entrepreneurs require for their operations. Entrepreneurs may
also own capital, but in so far as they do they are regarded as

loaning it at interest to themselves. Vnder these assumptions the

entrepreneur will find it worthwhile to invest capital so long as

the rate of profit * which he receives is greater than the rate of

interest which he is obliged to pay. Just as soon as the rate of

profit falls below the rate of interest, however, the entrepreneur

has no more motive to invest; circulation is interrupted, and a

crisis ensues.

When the matter is put in this way, it appears that the trouble

is that the rate of interest is too high. In a sense this is true, but

what it really means is that rather than loan their capital to

entrepreneurs at lower rates, capitalists prefer to hold it in

money form. There may be various reasons for this preference,

but business-cycle theorists seem to be generally agreed that the

most important is the capitalists’ belief that lower rates of inter-

est would be unlikely to last, in other words, that lower rates

would be unusuahand abnormal, and henle that frdm a purely

pecuniary point of view it is wiser to postpone lending activities

until demand has picked up at the present or perhaps even higher

ratcs,t Of course, if interest rates do not recover as expected

after a reasonable lapse of time, capitalists may become recon-

ciled to a new and lower range of rates and may therefore begin

lending once again on terms which entrepreneurs can accept.

If now we attempt to formulate this position while abstracting

from the separation of capitalists from entrepreneurs we sec at

once that the refusal of money-capitalists to lend to entrepre-

neurs at interest rates below what is regarded as normal or usual

is essentially the same phenomenon as the refusal of capitalist-

entrepreneurs (what Marx calls capitalists without qualification)

to invest when the rate of profit falls below the usual range. In

general terms these are alternative ways of saying that the capi-

* What we here call the rate of profit is usuaUy termed the marginal

cificiency or productivity of capital. The differences between these con-

cepts arc not important from the present point of view.

t Holding money in expectation of a higher rate of interest in the future

(or, put otherwise, in expectation of lower prices for securities in the

future) is what Keynes calls liquidity preference from the speculative

motive.
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talist class as a whole contracts its investment activities when the

rate of return on capital sinks below a certain level which is

more or less definite at any particular time and place. The
Marxian formijlation has t|je great advantage of emphasizing

that this type of behavior springs from the most fundamental

characteristics of capitalist production and not from the par-

ticular form in which the supply and use of capital funds is

organized. This is not to argue that a complete analysis of crises

is possible without taking full account of the phenomena of the

money market, rate of interest, credit, et cetera. We have only

tried to demonstrate what modem business-cycle theory fre-

quently slurs over, namely, that even in the absence of the insti-

tutional arrangements which give rise to a money market and a

rate of interest, capitalist production would still be subject to

crises brought on by fluctuations in the rate of profit. The most

important implication of this proof is that no. amount of tamper-

ing with the monetary system can be expected to do away with

capitalist crises.

4. The Two Types of Crises

If the foregoing -analysis is correct, it follows that a discus-

sion of the causation of crises must run in terms of the forces

operating on the rate of profit. In this connection the law of the

falling tendency of he rare of profit has obvious relevance. It

was shown in Chapter vi that the process of capital accumulation

carries with it a tendency f* r the rate of profit to decline. If

this tendency docs not itself out bf)th continuously and

gradually, it seems clear that crises may be the result. This possi-

bility will be ^considered in the next chapter under the general

heading ‘Crises Associated with the Falling Tendency of the

Rate of Profit.’ It is important to rcal»7e that the falling tendency

of the rate of profit was dfd:iced on the assumption that the

conditions of the law of value were fully•complied with;* in

other words, all commodities were assumed to sell at their equi-

librium values throughout the analysis. The falling rate of profit

• The use of price calculation would require no significant modifications

of the conclusions re\:hed on the basis of value calculation. See at>ove,

pp. 125 ff.
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was, therefore, not a symptom of disequilibrium in the value

^rstem, though, if it should lead to a crisis, it would then become

^e cause of such a disequilibrium.

Now if we drop the assumption that all commodities sell at

their equilibrium values, another possible source of a fall in

profitability emerges. Capitalists may suffer from an inability to

sell commodities at their values. This possibility has scarcely been

mentioned heretofore, although it is implicit in the theory of

value. The point is obvious when applied to a single commodity;

if too much is produced, market price falls below value, and

profit is reduced or wiped out. If this happens to enough indus-

tries at the same time, the outcome is a general fall in the rate

of profit followed by a crisis. In this case, however, the decline

in profitability is already a symptom of disequilibrium, which is

now intensified by the ensuing crisis. The essential difficulty is

that of realizing the value which is already, in a physical sense,

embodied in finished commodities. Hence this possibility will be

considered in detail in Chapter x under the general heading

‘Realization Crisel’

It is important to grasp the difference between crises associ-

ated with the falling tendency of the rate of profit and realiza-

tion crises. The practical capitalist is unlikely to see any differ-

ence; for him the trouble is always insufficient profitabiliut from

whatever source it may arise. But from the point of view of

causal analysis, the two types of crises present divergent prob-

lems. In the one case we have to do with movements in the rate

of surplus value and the composition of capital, with the value

system remaining intact; in the other base we have to do with as

yet unspecified forces tending to create a general shortage in

effective demand for commodities, not indeed in the sense that

the demand is insuffScient to buy all the commodities offered, but

that it is insufficient to buy them all at a satisfactory rate of

profit. The starting point of the crisis is in both cases a decline

in the rate of profit; but what lies behind the decline in the rate

of profit in the one case requires a very different analysis from

what lies behind the decline m the rate of profit in the other.



IX

CRISES ASSOCIATED WITH THE FALLING
TENDENCY OF THE RATE OF PROFIT

According to Marx, the rate of profit tends to fall in the course

of capitalist development because as a general rule the organic

composition of capital rises relatively more rapidly than the rate

of surplus value.* This may be the case, though reasons were
advanced in Chapter vi for doubting the generality of the law.

At any rate, to the extent that the rate of profit does manifest

a dovmward tendency for the reason given^^it seems clear that

we have the basis of a theory of crises. We need not repeat the

analysis of the mechanism whereby a fall in the rate of profit

beyond a certain poini; becomes the cause of ft crisis.

In a chapter entitled 'Unraveling the Internal Contradictions

of the Law/ ' Marx noted the connection between crises and

the tendency of the rate of profit to fall. 'It [a fall in the rate

of profit] promotes overproduction, speculation, crises, surplus

capital along with surplus population.’ * And again, 'The barrier

of the capitalist mooe of production becomes apparent ... in

the fact that the development of the productive power of labor

creates in the falling rate o^ profit a law which turns into an

antagonism of this mode of production at a certain point and

requires for its defeat periodical crises.’ * It seems likely that in

both these passages Marx had in mind a fall in the rate of profit

which is attributable to a rising organic composition of capital;

in other words, he had in mind his general law of the falling

tendency of the rate of prof ^

Some writers have concluded that Marx iVieant the law of the

falling tendency of the rate of profit to be the primary explana-

* Striedy we should speak of rhe proportion of variable to total capital

instead or the organic composition, in this connection. However, if the

division of capital into constant and variable is not too far from half and
half, the relative far a the former is little different from the relative rise

in the latter.

147
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tory principle so far as crises are concerned.* This is a problem

of interpretation which is much complicated by the fact that

in the very same chapter in which the above-quoted passages

occur, Marx also takes account of ^declining profitability due to

two other separate and distinct causes: (1) a fall in the rate of

surplus value consequent upon an increase in wages in value

terms,t and (2) the impossibility under certain circumstances of

selling commodities at their full values, what we have called the

realization "'problem.}: Moreover, both of these factors are

brought into j^elation to crises, and at times it is impossible to

be sure which kind of a decline in profitability Marx has in mind.

Under the circumstances, there is really no way of knowing

how much weight he intended to place upon the law of the

falling tendency of the race of profit as an element in the expla-

nation of crises. At times there are indications that he thought

of this law as applying only in the long run. For example, in

one place, he says: "In view of the many different causes which

bring about a rise or fall in the r?tt of profit, on^ would think

that the average rate of profit would change every day. But a

certain movement in one sphere will counterbalance that of

another. We shall examine later on fi.c. in the Part devoted to

the law] toward which side these fluctuations gravitate ulti-

mately. But they are slow.’ * Slow changes in the rate of profit

arc hardly relevant to the problem of crises, since in the long

run capitalists’ ideas about what is normal also change. It should

be remembered in this connection that the chapter on ‘Unravel-

ing the Internal Contradictions of the Law’ has, perhaps to a

greater degree than most of Volume in, the character of pre-

liminary notes jotted down by Marx for his own guidance in

later elaboration of the subjects touched upon, so that definitive

judgments arc probably out of the question.

So far attention has been confined to the relation between

crises and Marx’s version of the law of the falling tendency of

the rate of profit. In Chapter vi, however, the conclusion was

* See, for example, Maurice Dobb, Political Economy and Capitalism,

Chapter iv; and Erich Preiser, *Das Wesen der Marxschen Krisentheorie,*

in Wirtschaft und Gesellschaft (Festschrift fiir Franz Oppenheimer, 1924).

t On pp. 294-7. Crises arising from this source are discussed presently.

t See the next chapter.
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reached that we should be on sounder ground to search for

causes of the falling tendency of the rate of profit in the process

of capital accumulation with its inherent tendency to raise the

demand for labor power and hence the level of wages. If now
we turn to Part vii of Volume i (*The Accumulation of Capi-

tal’) we shall find that Marx had a well-articulated theory of

crises running in precisely these terms. It is a curious fact, for

which there is no obvious explanation, that the contribution to

crisis theory contained in Volume i has been largely neglected

by writers on Marxian economics.

We are already familiar with the important place which the

reserve army of labor holds in Marx’s theoretical analysis of

capitalism. That crises play an important role in recruiting the

reserve army was briefly indicated in the earlier discussion of

this subject. Let us now undertake a closer analysis of this rela-

tion.

It is conceivable that if capital accumulation proceeded

smoothly and new lal^r-savirfg inventions we»e always available

at the right time ind in the right quantity, there might exist a

more or less stable reserve army which would serve to prevent

accumulation from exercising any undue upward pressure on

wages. But such a picture is unrealistic. As capitalism develops,

sharp fluctuations in the rate of accumulation, partly caused by

and partly leading 10 technical revolutions, become more and

more the rule. As Marx expressed it:

With accumulation and iBe development of the productiveness

of labor that accompanies it, the power of sudden expansion of

capital also gitiws; it grow's not merely because the elasticity of

the capital already functioning increases, not merely because the

absolute wealth of society expands, of w'hich capital only forms

an elastic part, not merely because credit, under every special

stimulus, at once places an u «o-ual part of this wealth at the

disposal of production in the form of additional capital; it grows

also because the technical conditions of the process of production

themselves—machinery, means of transport, etc.—now admit of

the rapidest transformation of masses of surplus product into

additional means of production. The mass of social wealth, qver-

flowing with the advance of accumulation, and transformable
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into additional capital, thrusts itself frantically into old branches

of production whose market steadily expands, or into newly
formed branches, such as railways, eu:., die need for whidi
grows out of the development of the old ones. Ip all such cases,

there must be the possibility of throwing great masses of men
suddenly on the decisive points without injury to the scale of

production in other spheres. Overpopuladon supplies these

masses.*

But if surplus populadon is a necessary precondidon for such

rapid bursts of accumuladon, it is also true that the latter tend

to exhaust the reserve army and lead to a condidon in which

available labor power is more or less fully utilized. Capitalists ate

forced to bid against one another for addidonal workers, wages

rise, and surplus value is cut into. Whenever accumuladon ‘re-

quires an extraordinary addidon of paid labor, then wages rise,

and, all other circumstances remaining equal, the unpaid labor

[surplus value] diminishes in propordon. But as soon as this

diminution touches the point at which ^he surplus labor that

nourishes capital is no longer supplied in normal quandty,* a

reaction sets in: a smaller part of revenue is capitalHed, accumu-

lation lags, and the movement of rise in wages receives a check.’ *

This ‘reaction,’ characterized as it is by a contraction in invest-

ment activity, is nothing more nor less than the crisis.

It seems quite clear that it was this process of declining reserve

army, rising wages, and reduced profitability as a cause of crises

which Marx had in mind when he formulated his well-known

criticism of underconsumption theories in Volume 11. The fol-

lowing is the passage in question:
t

It is purely a tautology to say that crises are caused by the

scarcity of solvent consumers, or of a pying consumption. The
capitalist system does not know any other modes of consump-
tion but a paying one, except that of the pauper or of the ‘thief.*

If any commodities are unsaleable, it means that no solvent pur-

chasers have been found for them, in other words, consumers

(whether commodities are bought in the last instance for pro-
«

* Marx here again stresses the necessity for profit to be fonhconiing
at a normal rate if capitalism is to function smoothly and without inter-

ruption. As was pointed out in the last chapter, this is an essential feature

of his crisis theory.
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ductive or individual consumption). [The reference to "produc-

tive or individual consumption* shows that Marx here meant by
‘solvent consumption* what present-day writers call ‘effective

demand.’] But it one were (o attempt to clothe this tautology

with a profouniier justification by saying that the working class

receive too small a portion of their own product, and the evil

would be remedied by giving them a larger share of it, or raising

their wages, we should reply that crises are precisely always

preceded by a period in which wages rise generally and the

working class actually get a larger share of the annual product

intended for consumption. From the point of view of the advo-

cates of ‘simple’ (!) common sense, such a period should rather

remove a crisis. It seems, then, that capitalist production com-
prises certain conditions which are independent of good or bad

will and permit the working class to enjoy that relative pros-

perity only momentarily, and at that always as a harbinger of a

coming crisis.*

This statement flows naturally from the discussion of crises

in Volume i, and it istdirected against the kinj^ of crude under-

consumption theory which has always enjoyed considerable pop-

ularity, particularly among trade unionists. There could be

nothing more absurd, however, than to cite this passage as ‘proof’

that Marx regarded the magnitude of consumption as of no con-

sequence in the causation of crises. We shall go into this aspect

of his thought more in detail in our discussion of realization

crises.

Crises which are brought on by a reduction in profitability

consequent upon a rise in tvages are also considered in the chap-

ter on ‘Unraveling the Internal Contradictions of the Law’ in

Volume III. Here ‘extreme conditions’ are assumed according to

which not only the rate of profit but also the absolute amount

of profit suffers a reduction. In this case, ‘there would be a strong

and sudden fall in the average rate of profit, but it would be

due to a change in the composition of capital which would not

be caused by the development of the productive forces, but by

a rise in the money value of the variable capital (on account of

the increased wages) and the corresponding reduction in the

* Capital II, pp. 475-6. Marx adds the following footnote: ‘Advocates of

the theory of crises of Rodbertus are requested to make a note of this.'
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proportion of surplus tabor to necessary labor.* * In connection

with this case, which clearly continues the Volume i line of

thought on crises, Marx made his most detailed analysis of the

depression. This discussion is so compact that, v^ith the deletion

of a few unessential passages, it can best be presented in his own
words.

Once the crisis has broken out,

under all circumstances the equilibrium is restored by making
more or less capital unproductive or destroying it. This would
affect to some extent the material substance of capital, that is, a

part of the means of production, fixed and circulating capital,

would not perform any service as capital; a portion of the run-

ning establishments would then close down. Of course, time

would corrode and depreciate all means of production (except

land), but this particular stagnation would cause a far more seri-

ous destruction of means of production . . .

The principal wbrk of destruction would show its most dire

effects in a slaughtering of the values of capitals. That portion

of the value of capital which exi$|:s only^in the form of claims

on future shares of surplus value or profit, which consists in fact

of creditor’s notes on production in its various formF, would be

immediately depreciated by the reduction of the receipts on
which it is calculated. One portion of the gold and silver money
is rendered unproductive, cannot serve as capital. One portion

of the commodities on the market can complete its process of

circulation and reproduction only by means of an immense con-

traction of its prices, which means a depreciation of the capital

represented by it. In the same way the elements of fixed capital

are more or less depreciated. Then there is the added complica-

tion that the process of reproduction is based on definite assump-

tions as to prices, so that a general fall in prices checks and dis-

turbs the process of reproduction. This interference and stagna-

tion paralyses the function of money as a medium of payment,

which is conditioned on the development of capital and the re-

sulting price relations. The chain of payments due at certain

times is broken in a hundred places, and the disaster is intensified

by the collapse of the credit system . . .

* Capital III, p. 295. Italics added. It is interesting to note that Preiser

(op. cit.) draws heavily on this example in support of his 'contention that

the law of the falling tendency of the rate ot profit is central to Marx*s

crisis. theory. He fails to note that Marx is here talking about a kind of

fall in the fate of profit different from that implied in the ‘law.’
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Ac the same time still other agencies would have been at work*
The stagnation of production would have laid off a part of the
laboring class and thereby placed the employed part m a condi-
tion in which they would jiavc to submit to a reduction of
wages even below the average. This operation has the same effect

on capital as though the relative or absolute surplus value had
been increased at average wages ... On the other hand, the

fall in prices and the competitive struggle would have given to

every capitalist an impulse to raise the individual value of his

total product above its average value by means of new machines,

new and improved working methods, new combinations, which
means to increase the productive power of a certain quantity of

labor . . . The depreciation of the elements of constant capital

itself would be another factor tending to raise the rate of profit.

The mass of the employed constant capital, compared to the

variable, would have increased, but the value of this mass might
have fallen. I'he present stagnation of production would have

f

irepared an expansion of production later ore, within capitalistic

imits.

And in this way th<^ cycle yould be run once more. One por-

tion of the capital which had been depreciated*by the stagnation

of its function would recover its old value. For the rest, the

same vicious circle would be described once more under ex-

panded conditions of production, m an expanded market, and
with increased productive forces."^

It is clear from this description of the after-effects of a crisis

that Marx regarded depression as more than just hard times; the

depression is rather the specific method of remedying the evils

(from a capitalist point o^ view; of prosperity. An accelerated

rate of accumulation brings cn a reaction in the form of a crisis;

the crisis turns iftto depression; the depression, through filling up

the reserve army and depreciating capital values, restores the

profitability of production and thereby sets the stage for a re-

sumption of accumulation. A repetition of the whole process is

now merely a matter of time. This i% then, really more than a

theory of crises; it is essentially a theory of what modem econo-

mists call the business cycle as a whole. Marx was fully a^vare

of this:

The course characteristic of modem industry, viz., a decennial

cycle (interrapted by smaller oscillations), of periods of average
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activity, production at high pressure, crisis and stagnation, de-

pends on the constant formation, the greater or less absorption,

and the re-formadon of the industrial reserve army of surplus

population. In their turn the varying phases of the industrial

cycle recruit the surplus population and become one of the most

energetic agents of its reproduction . . . The whole form of

the movement of modem industry depends, therefore, upon the

constant transformation of a part of the laboring population into

unemployed or half-employed hands. The superficiality of Po-

litical Economy shows itself in the fact that it looks upon the

expansion and contraction of credit, which is a mere symptom
of the periodic changes of the industrial cycle, as their cause.

As the heavenly bodies, once thrown into a certain definite mo-
tion, always repeat this, so it is with social production as soon

as it is once thrown into this movement of alternate expansion

and contraction. Effects, in their turn, become causes, and the

varying accidents of the whole process, which alu^ays repro-

duces Its own conditions, rake on the form of periodicity.®

It thus appears •that Marx regarded the' business cycle as the

specific form of capitalist development and the crisis as one

phase of the cycle. The basic factor which is reflected in this

peculiar course of development is a fluctuating rate of accumu-

lation which, in turn, is rooted in the fundamental technical and

organizational characteristics of the capitalist system. The chain

of causation runs from the rate of accumulation to the volume

of employment, fiom the volume of employment to the level

of wages, and from the level of wages {o the rate of profit. A fall

in the rate of profit below the normal range chokes off accumu-

lation and precipitates a crisis, the crisis turns into depression,

and, finally, the depression recreates the conditions favorable to

an acceleration in the rate of accumulation.

It should be noted that the conception of the business cycle

which emerges from^Marx’s analysis of capital accumulation is

one which is, in principle at least, acceptable to non-Marxian

political economy. Indeed it is probably safe to say that there

is not a single important element in this theory w'^Hich does not

find its place in some one or more of the many theories of the

business cycle elaborated by economists in the last three or four
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decades.* Fluctuations in the rate of investment, shortages of

labor, ‘maladjustments’ between wages and selling prices, these

arc all familiar to students of the cycle problem, through natu-

rally the emphasis varies from theory to theory. Even the idea

that the business cycle is the inevitable form of capitalist de-

velopment is widely accepted; such well-known theorists as

Spietholf, Schumpeter, Robertson, and Hansen have been at

great pains to emphasize this point. Here, however, orthodox

theory has called a halt. It has never seen in the business cycle

a threat to the permanence of the capitalist system itself; crisis

and depression, instead of being what Kautsky once incisively

described as capitalism's memento moriy are rather looked upon
as restorative forces, unpleasant in the short run but necessary

in the long run. Are we to conclude that Marx himself would
have agreed.^

If he had had no views on crises other than those set forth in

this chapter, the answer might be in the affirmative. Such, how-
ever, was not the case. The theory of crises propounded in

Volume I, and occasiotially rtfverted to in Vokmes ii and iii, is

intended to deal with only one side of the whole problem. For

it assumes throughout that, until the crisis actually breaks out,

all commodities can be sold at their full values. In the language

of current theory, it assumes that the crisis is not the result but

rather the cause of a shortage of effective demand. The trouble,

therefore, is not in any sense a scarcity of markets but an unsatis-

factory (from a capitalist standpoint) distribution of income be-

tween recipients of wages and recipients of surplus value. lo

drop this assumption is to^open up a new range of possibilities.

Until these havQ been explored, a task which is undertaken m
the next chapter, the theory remains incomplete and one-sided;

the conclusions vffiich apparently flow from it must not be re-

garded as deflnitive.

• This docs not imply, of course, that mt'dem business-cycle theory has

been to any significant extent influenced by Mar^.
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REALIZATION CRISES

If the decline in profitability which is immediately responsible

for the outbreak of a crisis results from capitalists’ inability to

realize the full value of the commodities which they produce,

we shall speak of a ‘realization crisis.’ In Marxist literature discus-

sion has centered upon two types of crises which may be classi-

fied under this general heading; (1) crises arising from ‘dispro-

portionality’ among the various lines of production; and (2)

crises arising from the ‘underconsumption’ of the masses. Let us

examine each of these m turn.

1 . CRist?s Arising from Disproportionauty

Marx regarded it as elementary, and none of his followers has

ever denied, that a general crisis and overproduction can result

from partial disturbances in the process of production and circu-

lation. If all commodities sold at their values, this would mean

that the relative proportions in which the various articles were

produced would be ‘correct.’ But the correct proportions are

not known to capitalists a priori, nor are they prescribed in a

master plan. Each capitalist produces* for a market the size of

which he can only estimate on the basis of very incomplete

knowledge, with the result that now ‘too little,’ now ‘too much’

is produced. This manifests itself in selling prices which are

either above or below values. A compensating tendency now
goes into operation; production of commodities which have been

sold below their values is contracted, while production of com-
modities which have been sold above their values is expanded.

If conditions (methods of production, wants of consumers, pro-

ductivity of labor, et cetera) never changed, eventually the cor-

rect proportions would be discovered by trial and error, and

thenceforth all selling prices would correspond to values. In

156
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practice, however, conditions continually change, so that con-

formity of selling prices to values is at best but approximate and

temporary.

This is common knowledge and generally accepted by all

schools of economic theory. But the classics implied, if they did

not always openly state, that the processes of adjustment would
be smooth and continuous so that no general disturbances could

arise from these situations of partial over- and underproduction.

There is no guarantee that this condition will in general be ful-

filled. If, for example, the capitalists in the steel industry over-

estimate the demand for steel and produce more than the market

can absorb at remunerative prices, they will contract their pro-

duction and in so doing reduce the demand for labor power,

iron, coal, transportation, ct cetera. There is no reason to suppose

that there must take place a simultaneous expansion in the pro-

duction of other commodities of such a nature as to make good

the deficit in demand created by the cut in steel production. If

there is not, the error of the stcel-inakcrs will give rise to an

interruption in the circulation process which, ^s we kno\v from

the discussion in Chapter viii, will tend to spread from its point

of origin. Moreover, if steel production is sufficiently important

so that the initial disturbance is a large one, it may engulf the

whole economy in a general crisis. As Marx put it, ‘That a crisis

(and hence also overproduction) be general, it is enough that it

seize hold of the leading articles of commerce.’ ^

Such a crisis is easily traceable to what wc have called dispro-

portionality between the various branches of production, and

this disproportionality in turn has its roots in the planless, anar-

chic character .of capitalist production.* Disproportionality is

always a possible cause of crises, and it is almost certainly a com-

plicating factor in aU crises whatever their basic cause may be.

It is partly for this reason—the behavior of the credit system is

an additional reason—that the real crisis never conforms exactly

to a fixed theoretical pattern. But dispibportionalitics arising

• Some wnters have ascribed crises of this type to the ‘anarchy of capi-

talist produeppn.* This is correct, but it should be remembered that

‘anarchy’ in this connection is not synonymous with ‘chaos.’ Anarchy does

not necessarily imply absence of order but only absence of conscious

regulation. In the long run, capitalist production, in spite of its anarchic

character, is subject to definite and objectively valid laws of motion.
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fiX)m the planlessness of capitalism are by nature not amenable

to explanation in terms of general laws. For this reason their

treatment falls outside the scope of Marx’s theoretical system.

Thus, having mentioned the possibility of disproportionality,

Marx in one place proceeds as follows:

Nevertheless we do not here speak of the crisis so far as it

rests upon disproportional production [unproportionierter

Froduktion]^ that is to say upon a faulty distribution of social

labor among the individual spheres of production. This can come
into consideration only so far as the discussion concerns the

competition of capitals. There, as has already been said, the rise

or fall of market value as a consequence of this faulty relation

has as a result the withdrawal of capital from one sphere of

production and its carrying over to another, the migration of

capital from one branch to another. Nevertheless it is already

implied in this process of equilibration that it assumes the oppo-

site of equilibration’and hence can contain within itself the seeds

of tlie crisis, that the crisis itself can be a form of equilibration.^

Since the ’competition of capitals’ was z subject which he did

not pretend to anal)'se in any detail, it was only itatural that

dtsproportionality as a cause of crises should have received no

more than passing attention at his hands. Moreover, early fol-

lowers of Marx, as well as commentators on his economic writ-

ings, appear to have ignored this ‘theory* of crises altogether. It

may, therefore, seem surprising that many spokesmen of German
Social Democracy in the years before and after the First World
War put forward a disproportionality explanation of crises as

though it were the one and only Marxist theory of the subject.*

The reasons for this deserve some attention. ,

The man who was chiefly responsible for the popularity of

the disproportionality theory among socialists was the Russian

economist, Michael Tugan-Baranowsky. Tugan was perhaps the

most influential and original of the economic thinkers produced

* A good example is afforded by Julian Borchardt's essay on *The
Theory of Crises’ appended to the same author’s abridgment of Marx’s
Capital, which was published in English under the title* The People^s
Marx and is atillable in The Modem Library’s Capital, The Communin
Manifesto and Other Writings, edited by Max Eastman. Borchardt’s
abridgment had a wide currency in Germany and enjoyed the official ap-
proval of the Social Democratic party.
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by the so-called 'revisionist’ movement which began to make
headway in all branches of European socialism after the death

of Engels in 1895. The propriety of calling Tugan a revisionist

might be questioned, since he never claimed to be a Marxist of

any kind and in this respect differed from those who, like Eduard
Bernstein, thought (or at least said they thought) they were

merely ‘revising’ Marx in the light of up-to-date experienc**. For

all practical purposes, however, Tugan was one with the re-

visionists, and it would be misleading not to classify him as such

so far as the present inquiry is concerned. It should be added,

however, that Tugan also exercised a considerable influence on
the development of modem business-cycle research, his work on
the history of commercial crises in Fjigland being one of the

pioneer pieces of empirical investigation in this field.*

Tugan rejected what he took to be the two explanations of

crises advanced by Marx, namely, (1) thatecrises are produced

by the falling tendency of the rate of profit, and (2) that crises

result from the underconsuqiption of the masses. The first of

these he disposed of on the alleged ground th*at a rising organic

composition of capital, far from leading to a falling rate of profit

as Marx supposed, must lead to a rising rate of profit.* The
second he attempted to refute by an elaborate demonstration

that there could be no overproduction or shortage of demand

regardless of what happens to consumption, so long as produc-

tion is correctly proportioned to the various branches of indus-

try. The disproportionality theory was, therefore, in a sense a

corollary of his criticismbof Marx and was not in the least in-

tended as an exposition of Marx’s theory. But in order to explain

what he meant "by proportional production, which was supposed

to be immune from ail underconsumption difficulties, he drew

heavily on the reproduction schemes which Marx had expounded

in Volume ii. Tugan was the first to put the reproduction

schemes to this use, and, in so doing, he, established a fashion

which spread rapidly among Marxist writers. Soon the theory of

disproportionality, developed in connection with the reproduc-

tion schemes, came to be regarded as Marx’s own theory instead

*Tiigan’s ‘proof of this proposition is based upon a purely arbitrary

assumption a^t what happms to the rate o' surplus value and must
thererore be regarded as invalid.
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of as Tugan’s; its real origin was overlooked or forgotten. What
finally fixed the seal of authenticity on this new version of the

disproportionality theory was its acceptance, at least in its posi-

tive implications, by Hilferding in his well-kqpwn book on

finance capital sevei^ years later.* Hilferding was an ‘orthodox’

Marxist, looked up to as perhaps the outstanding economist of

the German-speaUng socialist movement; his book was cer-

tainly one of the most important since Capital itself. When
Hilferding espoused the disproportionality theory its position

was secure.

Marx would never have denied the validity of the theory.

Probably he would have thought the use of the reproduction

schemes to illustrate it a good idea. But he would have strongly

resented the overtones and implications of the theory, and, to

tell the truth, it is these rather than its rather meagre content

that account for thf popularity which it enjoyed. For, in fact,

Tugan and most of those who followed, however unwittingly,

in his footsteps, meant the disproportionality theory to be the

only possible exphtnarion of crises,' and if this conclusion is ac-

cepted, the implications are indeed far-reaching. Let «is examine

this more closely.

If the development of capitalism is inseparable from a falling

tendency of the rate of profit or a consumption demand which

tends to lag ever further behind the requirements of production,

or both, then the ills of the system can be expected to grow
with age and the time when capitalist relations become a fetter

on the further development of society’s productive forces must

come as certainly as night follows day.* Then, indeed, must the

crises which periodically interrupt the economic life of society

be regarded as a memento nuni of the existing social order. But

if these dire forebodings rest on a purely imaginary foundation,

and if crises are really caused by nothing more intractable than

disproportionalities in the productive process, then the existing

social order seems to 'be secure enough, at least until people be-

come sufficiently well-educated and morally advanced to want

and deserve a better one. Meanwhile, not only need^ there be no
collapse of capitalism, but much can be done even under capi-

talism to iron out the disproportionalities which are the cause of

*Tha problem is considered in detail below. See Chapters xi and xii.
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much needless suffering. More dian that: much is already being

done, for as industry becomes organized in trusts and as govern-

ment supervision over economic affairs progresses, is it not clear

that the anarchy of capitalist production is increasingly re-

moved? If the first of these alternative views is accepted, social-

ists must prepare for stormy weather ahead; they must even be

ready, if need be, to force through a revolutionary solution of

the contradictions of the existing order. But if the second alterna-

tive is accepted, socialists can look forward to an indefinite pe-

riod of quiet educational work which, they can at least hope,

will eventually be crowned with success in the peaceable adop-

tion, by common consent, of the co-operative commonwealth.

Now there can be no doubt that at the heart of revisionism

lay a will to believe that the latter is the only rational view. To
bolster up anJ justify this will to believe became the main func-

tion of revisionist theorizing. From this point of view Tugan’s

disproportionaiity theory of crises, constructed on the basis of

the very arguments which purported to disprove the falling rate

of profit and the underconsumption theories, was very attractive.

When it is recalled that in the years before the First World War
the great majority of the intellectuals associated with German
Socid Democracy gravitated towards the revisionist camp—
though many of them, like Kautsky and Hilferding, would have

resented any questioning of their onhodoxy—the popularity of

the disproportionaiity theory is not difficult to understand.

All this is now a part of the history of socialist 'thought, and

it may seem like an attempt to revive dead issues to devote so

much attention to the disproportionaiity theory today. For its

intrinsic interest is not great, and recent Marxist literature on

the crisis problem has shown a sound disposition to relegate it

once again, as Marx himself did, to a position of secondary im-

portance.® Nevertheless, there is still a very good reason for a

careful analysis of Tugan’s argument because in elaborating the

disproportionaiity theory, Tugan was at Ae same time attempt-

ing to undermine all versions of the underconsumption explana-

tion of crises. And in so doing he unknowingly provided the

best key to an interpretation of Marx’s own fragmentary and

•For a good recent criticism of disproportionaiity theories, sec Natalie

Moszkowska, Z«r Kritik Modemer Krisentheorien (1935), (Chapter v.
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somewhat enigmatic statements on the relation between con-

sumption and crises. We shall therefore find it useful to examine

Tugan’s reasoning as an introduction to the underconsumption

theory of crises.

2. Crises Arising from Underconsumption

We have already had occasion to make use of reproduction

schemes. In Chapter v a two-department scheme (Department i

producing means of production^ or constant capital, and Depart-

ment II producing consumption goods) was constructed on the

assumption of simple reproduction (absence of capital accumula-

tion). In Chapter vii three-department schemes (the consump-

tion goods department being broken into two, producing respec-

tively wage goods and capitalists’ consumption goods) were

utilized in analysing the relation between values and prices of

production. In these the assumption of simple reproduction was

retained. Tugan-Baranowsky alwayj worked with three-depart-

ment schemes, buf the gist of his argument can be presented

somewhat more simply with only two departments.^We must

now drop the assumption of simple reproduction, and examine

the nature of the equilibrium conditions for expanded reproduc-

tion (capital accumulation). First, however, let us recall the

equilibrium condition for simple reproduction.

I Cl + Vi + Si

II ^2 "J- U2 "h ^2 — ^2

If the supply of constant capital is to equal the demand arising

from the need to replace worn-out constant capital, we must

Cl -j- Vi -H + C2

and if the supply of consumers goods is to absorb the entire

income of both capitalists and workers, we must have

-t- -f- ta = + ti + ^2 + ta

Each of these equations reduces to the simpler form

ca = Vj + Si

and if this condition is satisfied, equilibrium exists between the

two departments. An amount of constant capital equal to Ci
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must always be returned to the production process in Depart-

ment I and hence never enters into the exchange with Depart-

ment II ; and similarly an amount of consumption goods equal

to V2 + S2 is always consumed by the workers and capitalists of

Department ii and hence likewise does not enter into the ex-

change between the two departments.

In passing to expanded reproduction we shall assume, as Marx
always does,* that workers continue to consume their entire

incomes but that capitalists invest a part of theirs in enlarging

the process of production. This means that capitalists lay out

a part of their surplus value in purchasing additional means of

production and additional labor power. If this is to be accom-

plished without difficulties, means of production over and above

what is neccssar)' to replace constant capital used up in the cur-

rent production period must be produced^ and consumption

goods for additional workers must also be produced. We also

assume that, with expanding incomes, capitalists raise their own
consumption from year to year, though by less than the full

amount of the increase in surplus value.

Surplus value can now conveniently be divided into four parts:

first, an amount spent on consumption which is just sufficient to

maintain capitalists’ consumption at the level of the preceding

period—call this s^; second an increment of consumption—call

this Stel third, accumulation which serves to augment variable

capital—call this Sav^ and, fourth, accumulation which goes to

purchase additional constaiir capital—call this Sac- If we add the

numerical subscripts to differentiate the items belonging to De-

partment I from* those belonging to Department ii, the total re-

production scheme looks as follows:

A

4 'j.l + ^0.1 + ^ocl = Wl

+ S&C2 4" *0.2 4" ^o«2 “ ^^2

^

^2

* See above, p. 140 xl

Cl + Vi + Scl

Cj + ^2 + Sc2

12
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The six terms included in the box correspond exactly to the

scheme constructed on the assumption of simple reproduction;

the remainder are added by passing to expanded reproduction.*

In order to discover the equilibrium condition for expanded

reproduction we must proceed as before, that is to say, by equat-

ing all the items which represent a demand for constant capital

to the total output of constant capital, and all the items which

represent a demand for consumption goods to the total output

of consumption goods. This gives us the following two equa-

tions:

Cl + Socl + C2 + Saf2 + »! + Jcl + ^Acl + *oi-l + ^oel

+ iel + ^Ael + io»l + W2 + *f2 + SAe2 + ^o«2

= C2 + »2 + *e2 + ^Ac2 + ^oti2 + Soc2

After simplification both of these reduce to the single condition

+ s«r2

4

Vl + Scl + JAcI + 5ai»l

This is considerably more complicated than the simple reproduc-

tion case, but the two equilibrium conditions display, as might

be expected, a definite structural similarity. The items enclosed

in boxes on each side of the equation, in fact, constitute ex

definitione the equilibrium condition for simple reproduction

and must be equal independently of the rest of the items. More-

over, as before, a considerable number of items do not enter into

the exchange between the two departments. An ever increasing

amount of constant capital, produced in Departmo.it i, remains in

Department i; while, of course, the expanding consumption of

workers and capitalists in Depanment 11 is entirely supplied by

the output of Department ii.

Now, according* to Tugan, the expanded reproduction

* Bukharin, in his formal presentation of the expanded reproduction

scheme, makes the error of assuming that capitalists’ consumption remains
always the same. Hence he omits the item The same mistake crops

up in his reasoning where he seems incapable of imagining an increase

in capitalists* consumption. N. Bukharin, Der Imperialimus und die Ak-
kumulation des Kapitals, pp. 10, 29 ff.
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scheme* shows two things; first, if the part of surplus value

which is annually added to capital is not divided among the vari-

ous industries and departments in the correct proportions, a crisis

is sure to be th^ result; and, Second, if the increment to capital

is divided in the correct proportions, no possible grounds for a

crisis exist. Thus, the reproduction scheme at one and the same
time demonstrates what is the cause of crises (disproportion-

ality) and what is not (restricted consumption of the masses).

Let us examine these two claims.

Tugan believed that the danger of disproportionality leading

to a crisis really only arises in connection with newly accumu-
lated capital. ‘If it were not necessary to find investment for new
capitals, if production were not spurred on by the capitalization

of profits, the proportional division of social production would
offer no great difficulties.’ ® But in the case of new investment,

there can be no sound basis in experience for judging the pattern

of new demand, each capitalist is making his orvn decisions with-

out knowledge of what the others arc doing, the correct propor-

tions are, as the expanded reproduction schcifie shows, related

to one another iri a complicated fashion: all in all the chance

that the process will go forward smoothly and without interrup-

tions is practically nonexistent. Since, as Tugan was careful to

emphasize, accumulation is inseparable from capitalism, this is

virtually the same as saying that crises are inevitable, at least

until some effective form of planning can be introduced into the

production process. Though if is not germane to the present

inquiry, it may be addec^ for the sake of completeness, that

Tugan builds this up into a theory of the business cycle by

bringing in the workings of the credit system. Crisis and depres-

sion constitute a period during which idle loan capital piles up

and interest rates are depressed. Presently new investment

activity is once again embarked upon. For various reasons,

among them the length of time necessary to complete many of

the new projects, the latent disproportionality in the division of

* Tugan's reproduction schemes are presented in numerical terms, and

the equilibriun^ conditions are in effect described rather than stated in

equadonal form. Our purpose is to give the essence of his argument in

briefer, more easily comprehensible, and at the same time more general

form. For Tugan^ exposition, sec Handelskrisen^ csp. Chapter i,- and

Tbeoretische Grundlagen des Marxhmus (1905), Chapter ix.
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die newly invested capital does not come to die surface until a

considerable period of prosperity has been enjoyed. But eventu-

aUy, when the new projects are in running order, the dispropor-

tionality becomes evident and soon precipitates^ the inevitable

crisis. From this point the process merely repeats itself.

This theory is chiefly vulnerable on the grounds of its super-

ficiality. But since it is not our intention to criticize Tugan’s

positive contribution to business-cycle theory, let us turn to his

second contention, namely, that the expanded reproduction

scheme also serves to demonstrate the impossibility of undercon-

sumption. ‘If social production were organized in accordance

with a plan,’ Tugan claimed, ‘if the directors of production had

complete knowledge of demand and the power to direct labor

and capital from one branch of production to another, then,

however low social consumptiort might be, the supply of com-

modities could nev^r outstrip the demand.’ *

It must be said at once that Tugan’s ‘proof of this statement

is purely formal rnd rests on manipulation of the reproduction

schemes. Boiled down to its simplest terms it comes (o this, that

if the proportional division of output is precisely that which is

prescribed by the equilibrium condition for expanded reproduc-

tion, then supply and demand must be in exact balance. When
it is recalled that the equilibrium condition was derived by

assuming a balance of supply and demand, this is hardly sur-

prising.

At first sight, however, it might apjpear that even such tauto-

logical reasoning fails to support the conclusion that expanded

reproduction can proceed indefinitely ‘however, low social con-

sumption might be.’ For if the capitalists of botli departments

accumulate at approximately the same rate—and there is no
reason to make any other assumption—the reproduction scheme

itself seems to show that equilibrium can be maintained only if

both departments exjSand in a co-ordinated fashion, and of course

the expansion of Department ii necessarily implies an expansion

of consumption. Let us try to construct a case of .accumulation

in both departments with social consumption remaining constant.

All accumulation must take the form of purchase of additional

constant capital, and capitalists must not increase tiieir own con-
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sumption; otherwise social consumption would rise. This means
that the and Sav items in the reproduction scheme are all zero.

The scheme then looks as follows:

* I + Scl + Sacl

II ^^2 + ^2 + Sc2 + Sae2

And the equilibrium condition reduces to the following form:

+ ‘Jcl C2 + ^oc2-

But we already know that Vu and arc by definition the

elements in expanded reproduction uhich correspond to simple

reproduction, and hence that

= C2

must in any case be true. From this it follows that rac2 must be

zero; in other words, no accumulation takes ]|Jlace in Department

n. Since this contradicts our original assumption, it seems that

we must conclude that the cise is an knpossibje one.

In reality, however, this conclusion arises from a certain in-

flexibility in the set-up of the reproduction scheme, for we have

implicitly assumed that none of the capital and labor already

employed in the previous period can migrate from one depart-

ment to the other. If this assumption is dropped, some of the

newly accumulated constant capital can go into each department

while some variable capital (along with the laborers which it

supports) can be shifted from Department ii to Department l

If the proper proportion? arc maintained, the upshot will be

that the output; of Department i expands because more labor

and means of "production are employed there, while the output

of Department ii remains constant, the loss of labor being exactly

offset by an increased utilization of constant capital. The organic

composition of the total social capital rises, and production of

means of production expands relative to production of consump-

tion goods.

Essentially the same reasoning can be employed to construct

a case of expanded reproduction, showing an incr'^ase in pro-

duction of means of production coincident with an absolute but

smaller decline in production of consumption goods, and this is
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what Tugan does.^ Such a case, it should be noted, implies an

absolute decline in the number of workers employed, hence con-

tracting consumption by the working class as a whole, and no
change in the consumption of the eapitalists. Tojtal output, how-
ever, steadily expands, and the proportion made up by means

of production grows always larger. From the point of view of

the workers, matters get worse and worse; but Tugan insists

that capitalism is run by and for capitalists, and from their point

of view there is never any shortage of demand for what they

produce and hence no danger of a crisis. The only requisite is

that the proper proportions must always be maintained among
the various branches of production. Tugan pushes his reasoning

to its logical conclusion:

If all workers except one disappear and arc replaced by ma-
chines, then this one single worker will place the whole enor-

mous mass of nYachinery in motion and with its assistance

produce new machines—and the consumption goods of the capi-

talists. The wording class will disappear which will not in the

least disturb the self-expansion process [ Verwertun^sprozess] of

capital. The capitalists will receive no smaller mass of consump-

tion goods, the entire product of one year will be realized and

utilized by the production and consumption of the capitalists in

the following year. E\en if the capitalists desire to limit their

own consumption, no difficulty is presented; in this case the

production of capitalists’ consumption goods partially ceases, and

an even larger part of the social product consists of means of

production, which serve the purpose of further expanding pro-

duction. For example, iron and coaf are produced which serve

always to expand the production of iron and cqal. The expanded

production of iron and coal of each succeeding year uses up the

increased mass of products turned out in the preceding year,

until the supply of necessary minerals is exhausted.®

Few economists have gone to such extremes in denying the

interdependence of* production and consumption.* But at any

* It would be wrone, however, to suppose that in holding this opinion

Tugan presents an isolated case among reputable economjsts. In a passage

to which Dobb calls attention, J. B. Clark once wrote: ‘If capitalists were
. . . resolved to save all of their incomes, present and future, beyond a

fixed amount, they would capitalize, first, a part of their present means,

and then all later income from the capital so created. They would build



CRISES ARISING FROM UNDERCONSUMPTION 169

rate it is impossible to charge Tugan with inconsistency. He
began playing with reproduction schemes, established certain

rules of the game, and discovered that by persistence in writing

one row of figwes after another he could produce the most

surprising results. It was not easy, even for Tugan, to take the

final step of attributing the characteristics of his schemes to the

real world, but, after a moment’s hesitation, he took the plunge:

This may all sound very strange, yes perhaps like the greatest

nonsense. Perhaps—truth is certainly not always an easy thing to

understand; nevertheless it remains truth. As truth naturally I do
not mean the wholly arbitrary and unreal assumption that the

replacement of manual labor by machinery leads to an absolute

diminution in the number of workers (this hypothesis has only

served to show that my theory, even if driven to the limit of

unreality, does not break down), but rather the thesis that, given

a proportional distribution of social production, no decline in

social consumption is capable of producing a superfluous

product.*

The reception which Tugan's theory was accorded by Marxist

writers was unanimously and emphatically unfavorable. Not all

of them by any means regarded a shortage of consumption as an

inevitable or even a very important cause of crises, but none

could stomach the idea that production could expand indefinitely

without any regard to the level or trend of consumption. It may
not be unprofitable to run over very briefly some of the reac-

tions which Tugan’s theorj^ called forth.

One of the earliest to r^Jview Tugan’s first book was Conrad

Schmidt, one of the ablest c»f the revisionists. Writing in the

more mills that should make more mills for ever. This case presents no
glut; but it is an unreal case.’ Introduction to Karl Rodbertus, Overpro-

duction and Crisis (English trans. 18Q8), p. IS. More recently, Knight has

stated: 'Given accurate planning . . . the speed at which the market will

absorb funds in the process of real mvestnicnt can never be less than the

rate at w^hich funds are forthcoming ... It is « purely technological

matter, and there is no reason \vhv the entire producuve capacity of

society should not be used to construct new capital goods, if the popula-

tion should decide to save all its income!* F. H. Knight, ‘The Quantity

of Capital and the Rate of Interest,* Jourrud of Folitical Economy^ October

1936, p. 639. These statements reflect a view very similar to that of Tugan,

but neither of the two writers went much beyond the bare statement of

principle.
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theoretical organ of the revisionists, Schmidt, 'while agreeing

fully with Tugan that the breakdown of capitalism was a most

unlikely eventuality, nevertheless took issue sharply with the

latter’s view on tiie connection between production and con-

sumption. ‘The “purposes of production,” for which production

rakes place,’ Schmidt wrote, ‘are purposes which in the final

analysis and in one way or another proceed from the demand for

consumption goods, purposes which are comprehensible only

when taken in connection with and continuously referred back

to consumption demand. Definitive or consumption demand is

the enlivening force which, throughout the entire economy,

keeps the huge appartus of production in motion.’

A little later Kautsky, at the time universally regarded as the

authoritative spokesman of Marxism, published a review of the

same book in the official theoretical organ of the Social Demo-
cratic party. Kautsl^r was no less severe than Schmidt:

The capitalist may equate men and machines as much as he

likes, society remains a society of,, men apd never one of ma-
chines; social relations remain always relations of man to man,

never the relations of men to machines. It is for this Reason that

in the final analysis human labor remains the value-creating

factor, and it is for this reason also in the final analysis that the

extension of human cons'umption exercises the decisive influence

over the expansion of production . . . Production is and remains

production for human consumption.^^

Louis B. Boudin, the outstanding American Marxist theorist

in the years before the First World War, a member of the

orthodox school, joined in the attack on Tugan. Calling the

latter’s theory ‘an utter absurdity’ and ‘the veriest rot,’ Boudin

claimed that ‘means of production ... are nothing more than

MEANS to the production of consumable goods. Where, there-

fore, there is no demand for the consumable goods ultimately

to be produced by their means, their production is overproduc-

tion, and is so found to be when the ultimate test is applied.’ **

Even Hilferding, though his own crisis theory owed much to

Tugan, was in sharp disagreement on this important, point:

[Tugan] sees only the specific economic forms of capitalist

production and therefore overlooks the natural conditions which
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arc common to all production whatever its historical form; in

this way he arrives at the strange notion of production which
has nothing but production in view while consumption appears
only as a troublesome accident. If this is ‘madness* it »till has
‘method* and eVen Marxist method, since the analysis of the
historical form of capitalist production is specifically Marxian.
It is Marxism gone crazy, but still Marxism, that makes Tugan’s
theory so peculiar and so stimulating. Tugan feels this himself,

though he does not realize it. Hence his sharp polemic against the

‘common sense’ of his opponents.^*

That Rosa Luxemburg, the queen of underconsumptionists,

should have scornfully rejected Tugan’s reasoning was, of

course, to be expected. ‘The view that production of means of

production is independent of consumptnai,’ she wrote, ‘is natu-

rally a vulgar economic fantasy of Tugan Baranowskv.’ *

Finally, we may bring this review of opinion to a close with

the measured statement of Bukharin, frequently the spokesman

in matters of political economy for the Bolsheviks. Maintaining

that the essence of ‘Tugan-Baranow^skyism’ cojnsists ‘in cutting

production off from consumption and completely isolating it,’

Bukharin had the following to say:

If we had to do with a market which is emancipated from
consumption, thus with a closed circle of production of means

of production in which the branches of production mutually

serve each other, in other w^ords, if we had a strange production

system such as that pictured by the lively imagination of Tugan,

then to be sure a general overproduction would be impossible

. . . We reach entirely dilTerent results if, instead of the theory

of Tugan-Baranowsky, w^e hold to the correct theory, the theory

of Marx. We have then a chain of related industries providing

each other with markets w^hich follow’ a certain definite order

determined by the technical-economic continuity of the whole

process of production. This chain ends, however, with the pro-

duction of consumption goods which < an . . . only go directly

into personal consumption .

• Die Akkwnulation des Kapitals, Ein Beitrat^ zur okononnschen

Erklarung des ImperialisTnus (1922), p. 291. This work was first published

in 1912 and was followed during the war with an answer to its critics

entitled Die Akkumulation des Kapitals oder was die Epigonen mis der

Marxschen Thearie gemackt haben Erne Amikritik. The similarity iij the

tides may easily lead to confusion.
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Behind all these criticisms of Tugan's theory lies one single

idea, namely, that the process of production is and must remain,

regardless of its historical form, a process of producing goods for

human consumption. Any attempt get away from this funda-

mental fact represents a flight from reality which must end in

theoretical bankruptcy. Tugan’s ability to construct reproduc-

tion schemes which apparently demonstrate the opposite does

not change matters one whit: production is production for con-

sumption, Yugan and his reproductkm schemes to the contrary

notwithstanding. On this issue all shades of Marxist opinion were

in absolute agreement. But the question naturally arises: does

this not stand in crass contradiction to the view so frequently

reiterated by Marx himself that the end and aim of capitalist

production is vot consumption but rather the expansion of

values? Is it not a glaring form of the error which Marx warned

against when he said: ‘It is never to be forgotten that in the case

of capitalist production it is nor directly a question of use value,

but of exchange value, and more particularly of the expansion

of surplus value’?-’®

The answer is to be found in the recognition that « contradic-

tion between the ends of production regarded as a natural-tech-

nical process of creating use values, and the ends of capitalism

regarded as a historical system of expanding exchange value does

exist. Not only does it exist; it constitutes the fundamental con-

tradiction of capitalist society from which all other contradic-

tions arc ultimately derived.

Traditional political economy tries to slur over or deny this

contradiction by the device of assuming that the subjective aim

of capitalist production is identical with the objective aim of

production in general, namely, the augmentation of uulity.

Tugan, on the other hand, adopted the opposite method of

assuming that the indefinite expansion of exchange value is com-

patible with the ends of production in general. Marxian political

economy, in contras: to both, not only recognizes the contra-

diction but proclaims it to the skies and rests on this foundation

its proof that capitalism is no more permanent than the various

social systems which have preceded it.

We must now attempt to trace this line of thought, in so far

as it is related to the problem of crises, in the writings of Marx
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himself, and then, having accomplished this, to present a logi-

cally watertight formulation of the much misunderstood 'under-

consumption’ theory of capitalist crises.

No more than his followen did Marx share Tugan’s idea that

production, regarded as a natural process common to all histori-

cal epochs, could in some fashion provide its own directives. In

the unfinished 'Introduction to the Critique of Political Econ-

omy,’ he was explicit on this point:

Consumption produces production by creating the necessity for

new production, i.e. by providing the ideal, inward, impelling

cause which constitutes the prerequisite of production. Con-
sumption furnishes the impulw for production as well as its

object, which plays in production the part of its guiding aim.

It is clear that while production furnishes the material object

of consumption, consumption provides the ideal object of pro-

duction, as its image, its want, its impulse, and its purpose. It

furnishes the object of production in its sub)ective form. No
wants no production.^But consumption reproduces the want.“

Even under capitalism, where the various branches of produc-

tion acquire a considerable degree of apparent independence of

one another, means of production are never produced except

with a view to their ultimate utilization, direct or indirect, in

turning out consumption goods.

... a continuous circulation takes place between constant capi-

tal and constant capital (even without considering any acceler-

ated accumulation), which^ in so far independent of individual

consumption as it never enters into such consumption, but which

is nevertheless definitely limited by it, because the production of

constant capital never takes place for its own sake, but solely

because more of this capital is needed in those spheres of pro-

duction whose products pass into individual consumption.*’

Nevertheless, the social relations oi capi^st production en-

force a restriction of consumpiioa and at the same time spur the

capitalists on to attempt an unlimited expansion of production.

In a powerful passage, which deserves to be widely known,

Marx describes this most fundamental characteristic of capi-

talism:
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The consumption of the worker is on the average e(|ual to his

costs of production not to what he produces* The ennre surplus

he produces for others . * . Moreover the industrial capitalist,

who drives the worker to this ov^grproduction (i.e. production

over and above his o\\m needs) and employs every means to in-

crease as much as possible this relative overproduction as con-

trasted ro the necessary production, appropriates the surplus

product directly. But as personified capital, he produces for the

sake of production, wants enrichment for the sake of enrich-

ment. In so far as he is a mere funi.nonary of capital, hence a

bearer of capitalist production, he concerns himself with ex-

change value and its enlargement, not with use value and the

increase of its size. It is a question of the expansion of abstract

wealth, of the increasing appropriation of the labor of others.

He is driven by exactly the same urge to get rich as the miser,

only he satisfies it not in the illusory form of building a hoard

of gold and silver, but in capital formation which is actual pro-

duction. If the overproduction of the laborer is production for

otherSy then the production of the normal capitalist, as he should

be, the industrial capitalist, is production for the sake of produc-

tion. The more his wealth grows, the more he falls behind this

ideal and becomes wasteful himself for the sake of displaying his

wealth. But he always enjoys his wealth with a bad conscience,

with the check of economy and enrichment. He remains, in

spite of all spending, r?Ke the miser, essentially greedy. When
Sismondi says that the development of the productive power of

labor makes it possible for the worker to enjoy ever more con-

sumption which, however, if he actually were to receive it,

would render him unfit for work (as a wage laborer), it is no

less true that the industrial capitalist becomes more or less un-

suited for his function as soon as he thinks of enjoying his

wealth, as soon as he wants accumulation for the sake of enjoy-

ment instead of the enjoyment of accumulation. He is thus also

a producer of ovcrproductiotiy production for others.*

Here, then, wc can sec the elements of what Marx in one place

calls *the fundamental contradiction" of capitalism: production

• Theorien iiber den Mehrivert i, pp, 377-9. Marx goes on to note that

over against the producers, whose consumption is limited^ to a minimum,
stand pure consumers in the form of landlords, the stated the church, et

cetera. The treatment of these and other ‘third parties' who consume with-

out producing is reserved until Chapter xii below. That they are, in prac-

tice, of great importance goes without saying.
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entirely lacks an objective unless it is directed towards a definite

goal in consumption, but capitalism attempts to expand produc-

tion without any reference to the consumption which alone can

give it meaning. ^‘Hc [Sismondi] feels the fundamental contradic-

tion: on the one hand unfettered productive power and increase

of wealth which at the same time consists of commodities and

must be turned into money; on the other hand as a foundauon

the limitation [of the consumption] of the mass of producers to

the necessary means of subsistence.*

Against this background, the more familiar passages in which

Marx relates crises and stagnant production to the magnitude of

consumption acquire a meaning and significance which they

might otherwise lack. The most substantial, and in some ways

the most explicit of these passages is the following:

The creation of , . . surplus value is the object of the direct

process of production. As soon as the available quantity of sur-

plus value Ifas been materialized in commodities, surplus value

has been produced . Nov/ comes the second act of the

process. The entire mass of commodities . . . must be sold. If

this is not done, or only partly accomplished, or only at prices

which arc below the prices of production, the laborer has been

none the less exploited, but his exploitation does not realize as

much for the capitalist. It may yield no surplus value at all for

him, or only realize a portion of the produced surplus value, o^

it may even mean a partial or complete loss of his capital. The
conditions of direct exploitation and those of the realization of

surplus value are not identical. They are separated logically as

well as by time and space. The first are only limited by the

productive pow^r of society, the last by the proportional rela-

tions of the various lines of production and by the consuming

power of society. This last-named power is not determined

either by the absolute productive power or by the absolute con-

suming power, but by the consuming power based on antago-

nistic conditions of distribution, which redu/:es the consumption

of the great mass of the population to a variable minimum within

more or less narrow limits. The consuming power is further re-

stricted by the tendency to accumulate, the greed for an expan-

sion of capital and a production of surplus value on an enlarged

scale. This is a law or capitalist production imposed by incessant

revolutions in the methods of production . . . ,
the resulting
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depreciation of existing capital, the general competitive struggle

and the necessity of improving the product and expanding the

scale of production for the sake of self-preservation and on
penalty of failure. The market npist, therefore, be continually

extended, so that its interrelations and the conditions regulating

them assume more and more the form of a natural law inde-

pendent of the producers and become ever more uncontrollable.

This internal contradiction seeks to balance itself by an expan-

sion of the outlying fields of production. But to the extent that

the productive power develops, it f nds itself at variance with

the narrow basis on which the condition of consumption rests.

On this self-contradictory basis it is no contradiction at all that

there should be an excess of capital simultaneously with an excess

of population. For while a combination of these two would
indeed increase the mass of the produced surplus value, it would
at the same time intensify the contradiction between the condi-

tions under which^ this surplus value is produced and those under

which it is realized.’®

Here Marx indicates a belief that an iptcrniption of produc-

tion may result from capitalists’ inability to sell commodities at

their values. The trouble is traced to a restricted volume of con-

sumption demand—restricted by low wages plus capitalists’

‘tendency to accumulate.’ This does not necessarily mean, how-
ever, that a decline in output must occur first in the consump-

tion-goods department. Whether it viill or not depends upon

the form of the relation existing between production of means

of production and production of consumption goods. Marx’s

silence on this issue merely shows th/.t he had never worked the

‘underconsumption’ theory out in any derail.

In the preceding i]uotation depression is pictui^ed as a period

in which expansion of production is held up by an insufficient

demand for the final fruit of production, namely, consumption

goods. The corresponding view of prosperity envisages a period

in which more means of production are produced than can ulti-

mately be utiliz^.Thus,

the epochs in which capitalist production exerts al] its forces are

always periods of overproduction, because the forces of produc-

tion can never be utilized beyond the point at which surplus

value can be not only produced but also realized; but the sale
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of commodities, the realization of the commodity capital and

hence also of the surplus value, is limited not only by the con-

sumption requirements of society in general, but by the con-

sumption requirements of a society in which the great majority

are poor and miist always remain poor.*

The last two statements quoted from Marx contain the impli-

cation that stagnation of production, in the sense of less-than-

capacity utilization of productive resources, is to be regarded as

the normal state of affairs under capitalist conditions, for it is

only from this standpoint that period of full utilization can be

rationally designated as 'periods of overproduction.’ If this view

is adopted, the whole crisis problem appears in a new light.

Emphasis shifts from the question: 'What brings on crisis and

depression?’ to its opposite: ‘What brings on expansion?’ While
the two questions are in no way mutually exclusive, business-

cycle literature has always in the past tended to emphasize the

former; in the course of our further inquiry wc shall find that

the latter leads to results of at least equal importance. Here

again, however, it cannot be ^ maintained that •Marx developed

the implications of his own suggestion.

Finally, we may quote what appears to be Marx’s most clear-

cut statement in favor of an underconsumption theory of crises:

The last cause of all real crises always remains the poverty and

restricted consumption of the masses as compared to the tend-

ency of capitalist production to develop the productive forces

in such a way that only the absolute power of consumption of

the entire society would b« their limit.^®

In its context this statement has the character of a parentheti-

cal remark; and the interpretation which ought to be placed

* Capital II, p. 363 n. The clause ^because the forces of production can
never be utilized beyond the point at which surplus value can be not

only produced but also realized* reads in the original, Veil die Produk-
tionspotenzen nie soweit angewandt werden konnen, dass dadurch mehr
Wert nicht nur produziert, sondem realiziert werden kann.’ Taken either

literally or in accordance with the translation of the Kerr edition, this

passage says the opposite of what Marx clearly intended to say. For it

appears to meao that production can never be carried as far as the point

at which the additional value can be realized, whereas the sense of the

whole passage obviously requires that it should mean that production can

never be carried beyond this point. I have therefore made this correction

in the version presented in the text.
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upon the expression ^the last cause of all real crises’ remains un-

clarified. The principle involved, however, is obviously identical

with that enunciated in the two preccdi g quotations.

Other passages stressing the contradiction beqween capitalism’s

urge to expand production and its correlative concern to limit

consumption could be presented,*^ but they would add little to

what has already been brought out. How far can we go, then,

in saying that we have here a developed underconsumption

theory of crises? No clear-cut answer to this question seems pos-

sible. Certainly the passages quoted have been taken from widely

scattered parts of Marx’s economic writings, and at no point is

the problem subjected to the kind of prolonged and painstaking

analysis which one frequently meets in his work. On this ground

it could be maintained that Marx regarded underconsumption

as one aspect, but on the whole not a very important aspect, of

the crisis problem. This appears to be the opinion of Dobb,*^ and

there is no doubt much to back it up. Another view is possible,

however, namely, that in these scattered passages Marx was

giving advance notice of a line of reasoning which, if he had

lived to complete his theoretical work, would have been of

primary importance in the overall picture of the capitalist econ-

omy. Many of his followers have evidently been of this opinion,

and, on the whole, it seems to me the more reasonable of the

two alternatives.

If this is so, however, it ought to be possible to construct, with

the aid of Marx’s analytical concepts, a logical and detailed

theory where Marx himself left only very general directives.

Yet it cannot be said that any Marxist writer has^ been very suc-

cessful along this line. Rosa Luxemburg’s attempt, certainly the

most elaborate and probably the one to attract more adherents

than any other, was a clear failure from a logical standpoint.*

Kautsky did little more than repeat the statements of Marx con-

cerning the general dependence of production on the market for

consumption goods. Writing in 1902, Kautsky described ‘the

crisis theory which “orthodox” Marxists generally attribute to

Marx’ in the following terms:

* For further consideration of Rosa Luxemburg's theory, see pp. 202 ff.
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The capitalists and the laborers whom they exploit provide,

with the growth of the wealth of the former and of the number
of the latter, w’hat is, to be sure, a steadily growing market for

the means of consumption produced by capitalist industry; the

market grows, however, less “rapidly than the accumulation of
capital and the rise in the productivity of labor. Capitalist indus-

try must, therefore, seek an additional marker outside of its do-
main in non-capitalist nations and strata of the population. Scch
a market it finds and expands more and more, but not fast

enough ... In this way every period of prosperity, uhich
follows a significant widening of the market, is foredoomed to

short life, and the crisis becomes its nccessarv' end

Beyond bringing in the ‘non-capitalist nations and strata of

the population’—incidentally an interesting foreshadowing

Rosa Luxemburg's theory -Kautsky has here nothing to add to

the statements already quoted from Marx. It is even true that

Kautskv’s formulation of the relation between consumption and

product icwi i*' less specific, and hence less satlsfa^tory than Marx's

own.
\

Failure to make nnv significant progress with the undercon-

sumption theory, to which should perhaps be added the repeated

attacks of hostile critics, tended more and more to divert the

attention of Marxist writers from this approach to the problem

of crises. One of the weightiest treatises written in Germany
during the ’2()s, that of I Jcnrvk (Jrossmann,* flatly denies! the

possibilin^ of insuflic'ient cimsumption; and, as we have already

noted, the outstanding prescnt-ria\ Fnglisli Marxist economist,

Maiiric'e Dobb, assigns a reV* to iindcrconsumprion w’hich is dis-

tinctly sccondar\ to that of the falling tendency of the rare of

profit.

If the underconsumption theory ‘s to regain prestige and take

a place among the important and at'ceprcd principles of Marxian

economics, it seems clear that a careful formulation, free of the

objections which have been levelled at earlier versions, is needed.

In the remainder of this cliapret an attempt will be made to pro-

vide such a formulation. The logical argument is based upon the

algebraic apptndix at the end of the chapter. In general, no con-

• Das Akkumulations- und TLiisamnenhruchsgcsetz dts kapitalistiscben

Systejns (1929). Grossnianirs t)\vn theory is consulcicd below, pp. 209 ff.

*3
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cepts or assumptions are involved which are not implicitly or

explicitly present in the main body of Marx’s theory. Thus the

intention is neither to construct an ‘original’ theory, nor to revise

Marx’s theory, but rather to supplement his work at a point

where it is incomplete.

The real task of an underconsumption theory is to demon-

strate that capitalism has an inherent tendency to expand the

capacity to produce consumption goods more rapidly than the

demand for consumption goods. To put the point in another

way, it must be shown that there is a tendency to utilize re-

sources in such a way as to distort the relation between poten-

tial supply of and potential demand for consumption goods. This

tendency may manifest itself in one of two ways. Either (1)

capacity is actually expanded and the difficulty becomes apparent

only when an increasing volume of consumption goods begins

to come on the market. There will then be a point beyond which

supply exceeds demand at normally profitable prices, and as this

point is passed production of consumption good*/ or production

of additional capacity, or more li^'cly bot!i, will be curtailed. In

this case, then, the tendency in question manifests itself in a

crisis. Or (2) there are idle productive resources which are not

utilized to produce additional capacity, because it is realized that

the additional capacity would be redundant relative to the de-

mand for the commodities it could produce. In this case, the

tendency does not manifest itself in a crisis, but rather in stagna-

tion of production. It follows that if the tendency to undercon-

sumption can be established, it can serve to explain both crises

and periods of stagnation. At the sanie time, however, it must be

expected that there are many forces which counteract the tend-

ency to underconsumption, so that for long peiiods the latter

may remain latent and inoperative. For the present we shall

attempt only to establish the tendency to underconsumntion,

leaving the counteracting forces and their mutual interaction

for consideration in^Chapter xii.

The procedure is the following: to assume that all productive

resources are continuously fully utilized and then to demonstrate

that, in the absence of counteracting forces, this leads to a con-

tradiction. The conclusion is then indicated that the contradic-

tion can be ‘solved’ only by a violation of the original assump-
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rion, which, in turn, must mean in practice, by crises and stag-

nations.
*

We assume, as before, that workers consume all of their wages

and that the surplus value accruing to capitalists, which steadily

grows larger, can be divided into four parts: a first which main-

tains their consumption at its previous level; a second which

increases their consumption; a third which is accumulated and

serves to employ additional workers; and a fourth which is ac-

cumulated and adds to the stock of constant capital. The third

and fourth parts constitute accumulation in Marx’s sense of the

term; the fourth alone is investment in the usage of modem
business-cycle literature. It will be convenient to follow this

terminology here; the reader should, therefore, be careful to

keep in mind that accumulation by capitalists is in part consumed

by workers, and in part invested in additional means of produc-

tion. The classical economists very often made the niistake of

assuming that all accumulation is consumed: modem theorists not

infrequently g^to the opposite extreme by assuming that all

accumulation is invested.*

Now the basic fact of capitalism, on which the behavior of

the system ultimately depends, is the drive of capitalists to get

rich. Satisfying this desire requires two steps: (1) making as

much profit as possible, and (2) accumulating as large a part of

it as possible. 'ITie first involves steadily improving the methods

of production, chiefly by using more and more machines and

materials per worker; the second involves accumulating larger

and larger proportions of % growing profit total. Translating this

into the terminology of the previous paragraph we get the fol-

lowing: that a^reumulation rises as a proportion of surplus value

and that investment rises as a proportion of accumulation. All

the while consumption is rising because capitalists increase their

own consumption and lay out a part of their accumulation in

increased wagest But, and this is the significant point, since the

increment of capitalists’ consumption is a diminishing proportion

of total surplus value, and since the increment of wages is a

diminishing proportion of total accumulation, it follows that the

rate of growth of consumption (i.e. the ratio of increment of

• For a fuller discussion of this problem, see Appendix A below.
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consumption to total consumption) declines relative to the rate

of growth of means of production (i.e. the ratio of investment

to total means of production). In other words, the ratio of the

rate of growth of consumption to^the rate of growth of means

of production declines. This is a result which flows logically

from the characteristic pattern of capitalists’ behavior.

If we now change our angle of vision and look upon produc-

tion as a natural technical process of creating use values, we see

that a definite relation must exist between the mass of means

of production (assuming, it will be remembered, that they are

fully utilized) and the output of consumption goods. Moreover,

a definite relation must similarly exist between changes in the

stock of means of production (investment) and changes in the

output of consumption goods. These relations are ultimately

determined by the technical characteristics of production and

accordingly can vary with the progressive development of

methods of production. Such evidence as we have, however,

strongly suggests a remarkably high degree stability for a

reasonably welMeveloped capitaKst econbmy. In other words,

it appears that over long periods a given percentage increase in

the stock of means of production will generally be accompanied

by approximately the same percentage increase in output.* On
this basis we are justified in making the assumption that the

technically determined relation between stock of means of pro-

duction and output of consumption goods remains constant. If

we start from a position of equilibrium, it then follows that a

given rate of increase of means of production will be accompa-

nied by an equal rate of increase in the output of consumption

goods. In other words, the ratio of the rate of growth m the

output of consumption goods to the rate of growth of means of

production remains consta?it. This conclusion follows from a

consideration of production as an organized and synchronized

process of making useful articles for human consumption.

The essence of tht underconsumption theory can now be very

briefly stated. Since capitalists, who control the direction of rc-

* See the statistical study of Carl Snyder, ^Capital Supply and National

Well-Being,* American Economic Review, June 1936. The fact that

Snyder’s conclusions are for the most part both illogical and irrelevant

unfonunacely mars what is otherwise a very valuable piece of work.



CRISES ARISING FROM UNDERCONSUMPTIOI*^ 1 83

sources and funds, act in such a way as to produce a steady

decline in the ratio

rate of growjh of consumption

rate of growth of means of production

and since the nature of the production process enforces at least

approximate stability in the ratio

rate of growth in the output of consumption goods

rate of growth of means of production

it follows that there is an inherent tendency for the growth in

consumption to fall behind the growth in the output of con-

sumption goods. As has already been pointed out, this tendency

may express itself either in crises or in stagnation, or in both.

We have spoken of a tendency for consumption to lag behind

the output of consumption goods. Since, however, the numerator

and de:. in both of the foregoing ratios, arc function-

ally related in s^h a j^ay that it would be im'possible to subtract

from one without adding to*the other, it is ^Ijually logical to

speak of a tendency for the provision of means of production

to exceed the requirements for means of production. Properly

understood, therefore, ‘underconsumption’ and ‘overproduction’

are opposite sides of the same coin. If this is kept in mind, it

should not be a cause of surprise that an ‘underconsumption’

crisis may first break out in the sphere of production of means

of production, while an ‘overproduction’ crisis may first break

out in the sphere of production of consumption goods. The
label used is a matter of taste, the point of origin a relatively un-

important det^k dependent upon a multitude of particular cir-

cumstances.

It must be emphasized again that we have here to do with a

tendency to underconsumption, which is always present but

which may be fully or partially oflFset by counteracting forces

of which as yet no account has been taken.* The nature of these

counteracting forces and the^r ielative strength at various stages

of capitalist development will be treated in Chapter xii.

A significant point emerges from this discussion, namely that

it is incorrect to oppose ‘disproportionality’ to ‘underconsump-

tion’ as a cause of crises; and that, in so doing, Tugan-Baranow-
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sky succeeded only in confusing the real issues. For it now ap-

pears that underconsumption is precisely a special case of dispro-

portionality—disproportionality between the growth of demand
for consumption goods and the gr6wth of capacity to produce

consumption goods. This disproportionality, however, in con-

trast to the kind envisaged by Tugan, arises not from the unco-

ordinated and planless character of capitalism, but from the inner

nature of capitalism, namely ‘that capital and its self-expansion

appear as the starting and closing point, as the motive and aim

of production; that production is merely production for capital,

and not vice versa, the means of production mere means for an

ever expanding system of the life process for the benefit of the

society of producers.’ **

The only Marxist writers, aside from Marx himself, who cor-

rectly understood the general relation between disproportion-

ality, underconsumption, and crises were Lenin and his followers,

particularly Bukharin. Lenin’s own writings • on., .^abject

were not extensive and were almost wholly embodied in a series

of polemics agaiitst the populist authors (Narodniki) who exer-

cised a considerable influence in Russian intellecpial circles

during the 1890s, The Narodniki were extreme and dogmatic

underconsumptionists who maintained that capitalism could

never expand on the basis of the internal market and therefore

must rely for its continued growth on capturing an cver-larger

foreign market. Russia, they argued, had appeared on the stage

too late to compete successfully for the foreign market with the

older industrial nations of Western Eyrope and America. Hence

Russian capitalism was doomed to degeneration and decay from

its very birth and could under no circumstances^ be considered

a progressive force. From this they deduced that Russian social-

ism could not rely on the growth of a revolutionary working

class but must rather draw its suppon from the countryside—

from the peasantry with its age-old institutions of common prop-

erty and its bitter hatred for a land-owning aristocracy which

lived from the most brutal kind of exploitation.

This whole conception of the role of capitalism ip Russia was

•The most important passages relating to crises are collected in an

^pendix to Volume 11 ot the .Marx-£ngels>Lenin edition of Capital (in

German).
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energetically opposed by Lenin. To him, capitalism was, under

the specific conditions existing in Russia at the time, a progres-

sive force which was calling into being the bearers of the social-

ist future, the industrial worWng class. In order to support this

position he attacked the populist theory at its roots, namely, in

the doctrine of the inexpansibility of the internal market. But in

doing so he refused to go to the opposite extreme, represented

by Tugan-Baranowsky and Bulgakov,* which maintained the

indefinite expansibility of the internal market so long as the

correct proportions between the individual branches of produc-

tion were observed. Lenin held that a contradiction between

production and consumption, in other words a tendency to

underconsumption, certainly does exist in capitalism. ‘Between

the limitless striving for expansion of production, which is the

very essence of capitalism, and the restricted consumption of the

masses . . . there is undoubtedly a contradiction.*^® This was

a denial yugan position. But it did not lead to the popu-

list conclusion:

. . . there is nothing more stupid than to deduce from the con-

tradictions of capitalism its impossibility, its unprogressive char-

acter, etc.—that is flight from an unpleasant but undoubted

reality into the cloud world of romantic fantasies. The contra-

diction between the limitless striving for expansion of production

and the limited capacity for consumption is not the only con-

tradiction of capitalism, which in general can neither exist nor

develop without contradictions. The contradictions of capitalism

testify to its historical-transitional character, explain the condi-

tions and causes of its downfall and its transformation into a

higher form—Uift they exclude neither die possibility of capi-

talism nor its progressiveness in comparison with earlier systems

of social economy.*®

In crisis theory Lenin took a closely related position, though

he seems not to have worked it out in ary detail. He avowed

himself an adherent of the theory of dispropottionality arising

from the anarchy of capitalist production, but emphatically de-

• I have not^ had access to any of the works of Bulgakov, though it

appears that some, at any rate, were translated into German. Judging from
tne quotations and comments of Lenin and Rosa Luxemburg, Bulgakov was
a very able theorist, possibly superior to Tugan-Baranowsky.
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dared that this did not deny the importance and relevance of

the tendency to underconsumption, stating clearly that under-

consumption, so far from contradicting the disproportionality

explanation, is merely one aspect df it: ‘The “cpnsuming power

of society,” and “the proportionalit\^ of the various branches of

production”—these are absolutely not individual, independent,

unconnected conditions. On the contrary, a certain state of con-

sumption is one of the elements of proportionality.’

Bukharin followed closely in the footsteps of Lenin. He dis-

tinguished two types of crisis theory. The first, w^hich he re-

jected, holds that ‘crises arise from disproportionality between

the individual branches of production. The factor of consump-

tion plays no part.’ The second, that of ‘Marx, Lenin and the

orthodox Marxists,’ which Bukharin accepted, holds that ‘crises

arise from disproportionality in social production. The factor of

consumption, how6ver, forms a part of this disproportionality.’

In principle, the position of Lenin and Bukha:;/!, like that of

Marx himself, ij unobjectionable* But, aj^ain like Marx, their

demonstration of the tendency to underconsumption is frag-

mentary and incomplete. It is to be hoped that tht exposition

of this chapter will serve to remove the doubts and hesitations

which have hitherto prevented many Marxist economists from

accepting the theory ofc underconsumption as one aspect—and a

very important aspect—of the whole crisis problem.

Appendix to Cui^PTER X

The following treatment of underconsumption is based upon
the last book published by Otto Bauer before his* death.' Bauer’s

highly interesting suggestions are essentially correct though they

are not presented quite accuratelv and they do not bring out

with sufficient clarit\' the connection betw een underconsumption

and the basic characteristics of capitalist production.*

If / is the net national income in value terms, or the total wage

bill ( = workers’ consumption), / the part of surplus value con-

sumed by capitalists, and k the part of surplus value added to

• It is interesting to note that in none of his earlier writings did Bauer
show any inclination to accept an underconsumption theory.
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constant^ capital (
•- investment), then we have the following

equation:

I z=z W + I 4- k (1)

All of these joncepts, of course, represent rates of flow per

unit of time. In the case of investment, this means that k is

essentially the rate of growth of the total stock of means of pro-

duction. In other words, if K is the total stock of means of

production, then k = dK/dt.

We assume that the national income steadily rises and that

each of its three component parts also rises. Thus if we regard

and / as functions of it will always he true that as k increases

w and / will also increase. But since it is a fundamental feature

of capitalism that an increasing proportion of surplus value tends

to be accumulated and an increasing proportion of accumulation

tends to be invested, both v: and / must grow^lcss rapidly than k.

Henev. have:

w = that 0^ < 1 and ^^{k) < 0 (2)

and similarly:

/ =r such that 0 ^ i and (l>'\k) < 0 (^)

Let us now assume, in accordance with the argument put

forward in Chapter x, that the output of consumption goods must

be proportional to the stock of means of production. This im-

plies that the rate of growth of means of production (-in-

vestment) is proportional jo the increase in consumption goods

output. Hence if the increase in consumption in the time dt is

dw -f rf/, thcre^Rvill be requiied an addition to means of produc-

tion, say c, such that

c - kid'u + dl) (4)

where A is the factor of proportionality.* (Note that c, like k

^bove,,is esscntiallv a derivative with respeot to time.)

If a smooth and uninterrupted development is to take place,

it is clear that r, the rate of investment required by the growth

of consumption, must behave in the same way as k, the rate of

• X is essentially the relation des^cribed in modem business cycle literature

as ‘the acceleration principle’ or simply as ‘the relation.’
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investment dictated by the typical capitalist behavior pattern.

Hence if dc/dt^ dk/dt we shall have a contradiction.

From (1) we have:

d*/ _ d?w (fil d^k •

~ dF dt^ dl®
(5)

And since from (4) :

dc /d®w d®/\

dt
~

d?/
(6)

We can write:

dr _ /d®/ d®jfe\

~dt

~
Vdl® d<® /

(7)

Now, taking account of (2) and (3):

d®/ ‘ d®* /difeN® -

- If + 1] + !/"(« + (8;

# .
*

*

If the national income is increasing at a constant or declining

rate, i.e. if d^I/dfi ? 0, then it follows from (8) and^the condi-

tions imposed in (2) and (3) that

d®/ d®*

d<®' dr®
^ (9)

From (7) ai.d (9) then.

A o (10)

But since

dk dt

^“/'(fe) +«'(*) + !
(11)

it is evident that

?>«
dt

Taken together (10) and (12) indicate a contradiction. Capi-

talists tend to increase the rate of investment {dk/dt > 0), but
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the way they allow coasumption to grow warrants only a de-

clining rate of investment (dc/dt < 0). Hence if the rate of

investment actually does increase, the output of consumption
goods will display a continuous tendency to outrun the demand.

It will be noticed that this conclusion is rea<'hed on the as-

sumption that national income in value terms is growing at a

constant or declining rate. If the national income grows at an

increasing rate, dc/dt may be positive and it may be equal to

dk/dty though neither of these things is necessarily true. It is

quite possible that national income should grow at an increasing

rate in a ‘young’ capitalist country where manpower is abundant

or rapidly increasing. Our analysis therefore suggests that such a

country is unlikely to be beset with serious underconsumption

difficulties. But in an ‘old’ capitalist country—and all the advanced

capitalist countries w ith the possible exception of Japan certainly

deservj ^bis designation today—national mcoyie is almost certain

to bd-j,- at a declining rate. So far as capitalism is concerned

we are undoub^^l^ justified in calling underconsumption a dis-

ease of old age. For further a/gunients supporting this conclusion

the reader is referred to Chapter xii below.
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THE BREAKDOWN CONTROVERSY

1. iNTRODUCltON

We are now in a position to pose a question which could be no

more than suggested at an earlier stage. Are crises capitalism’s

memento mori? Do they tend to become more and more severe

and eventually to result in a breakdown of the system itself?

Ever since the late 1890s, this has been one of the most widely

and earnestly discussed topics in the whole realm of Marxist

thought. But before attempting to assess the signi^pwafi^^ this

problem of the foregoing analysis of crises. 'v^ill be useful to

sketch some of^ the chief issues* and theories in what may
properly be called the breakdown controversy.

The general framework of the controversy was established

by Marx’s scattered statements concerning the end of capitalism

and the coming of socialism. In broad outline, his position was

unambiguous and consistently maintained. At a certain stage,

capitalist relations of production will cease to foster the develop-

ment of the forces of production and will instead turn into so

many fetters on the further expansiop of the forces of produc-

tion. This will mark the beginning of a revolutionary period

during which the working class, at once oppressed and disci-

plined by its special position in society, will overturn the existing

relations of production and establish in their stead higher, social-

ist, relations of production. Moreover, according to Marx, this

is not a process which may happen; it must happen wnth all the

inevitable force of a* natural law.

Marx, how^ever, did not trace out in detail the course of events

which would mark the transformation of capitalism^ into a fetter

on the further development of productive forces. Crises would

become more and more severe ‘putting the existence of the entire

bourgeois society on trial, each time more threateningly’; the

190
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means adopted to overcome them (‘on the one hand by enforced

destruction of a mass of productive forces; on the other, by the

conquest of new markets, and by the more thorough exploitation

of the old ones’) achieve results only at the cost of ‘paving the

way for more'' extensive and more destructive crises, and . . .

diminishing the means whereby crises are prevented.’ This was
the view put forward in the Co-nmtunist Mavifesto. A similar

conviction that crises must continue to grow worse, thougii less

explicitly expressed, can be detected in the discussion of the

falling rate of profit in Volume iii.* These are all, however,

statements of a very general character; they leave open the ques-

tion of capitalist ‘breakdown’ in any usiiaj meaning of the term.

Another and distinct line of thought, which will be examined

more closely in Part iv, points also to increasing obstacles in the

path of capitalist expansion. There is, according to Marx, a

strong tendency for capital to become centialized in fewer and

fewer" Eventually,

The monopoly of capital becomes a feirrr u^un the mode of

production, which has sprung up and flourished along with, and

under it. Centralization of the means of production and socializa-

tion of labor at last reach a point where they become incom-

patible w’ith their capitalist integument. This integument is burst

asunder. The knell of private property sounds. The expropriators

are expropriated.^

This is, however, not so much a prediction as a vivid descrip-

tion of a tendency. For, in another place, speaking of the ‘cen-

tralization of already existing capitaK in a few hands and a de-

capitalization ^f many,’ Ma.x issues an implied w'aming against

too rigid deductions, ‘This process,’ he says, ‘would soon bring

about the collapse t of capitalist production, if it were not for

counteracting tendencies w^hich continually have a decentraliz-

ing effect by the side of the centripetal ones.’ ^

In a real sense it can be said that AIarx’s®entire theoretical sys-

tem constitutes a denial of the possibility of indefinite capitalist

expansion and an affirmation of the inevitability of the socialist

• See the passage quoted above, p. 97.

+ The German word here is Xusammenhruch. Throughout the present

work this is translated by the more literal ‘breakdown.’
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revolution. But nowhere in his work is there to be found a doc-

trine of the specifically economic breakdown of capitalist pro-

duction. Whether this is to be accounted a weakness or not, we
shall consider in due course. At an)^ rate, it is clear that his treat-

ment of the problem, both in its positive and* in its negative

aspects, prepared the ground for a long-drawn-out controversy

which cannot be regarded as fully settled to this day.

In the years prior to Engels’ death (1895) the problem of

capitalist breakdown was not often discussed as such. Occasional

remarks which appeared to rest upon a definite breakdown

theory were actually little more than an attempt to give em-

phatic expression to the general conception of an inevitable

transition from capitalism to socialism. For example, in 1891

Kautsky wrote: ‘Irresistible economic forces lead with the cer-

tainty of doom to the shipwreck of capitalist production. The
substitution of a new social order for the existing one is no

longer simply desirable; it has become inevitable.’ ® Yet.^^ few
years later, in his polemic against Bernstein,^ K^jitsky vigorously

denied that there^^were any traces of a brerfkaown theory in his

earlier work. He even maintained, and there seems to be no good
reason to doubt his accuracy, that the very conception^of a break-

down theory as well as the term itself {Zusa?nmenbruchstheorie)

were inventions of Bernstein. This requires some explanation.

2. Eduard Bernstein

Eduard Bernstein was for many years a close friend and col-

laborator of Engels, generally regarded as an orthodox Marxist

and an outstanding representative of German Social Democracy.

Soon after Engels’ death, however, Bernstein launched the so-

called revisionist movement, M’hich will always be aSwSOciated

with his name. Articles published in Die Neue Zeit in 1896 and

1897 were elaborated in book form in 1899 under the title The
Fresuppositions of Socialism and the Tasks of Social Democ^
racy^ This was, as Kautsky correctly remarked, the first sensa-

tional writing in the literature of social democracy. For the first

time a big-name Marxist saw the ‘wisdom’ of re\*ising Marx;

naturally the press was delighted, and the book attained a large

circulation and much weighty approval.
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Bernstein, motivated by a deep-seated dread of violence, a con-

tempt for theory, and an absorption in the practical details of

every-day living, was in almost every sense the antithesis of

Marx. ‘Revisionism,’ applied jto the works of Bernstein, is an ex-

treme euphemism. His real aim, though he may not have been

fully conscious of it, was to eradicate Marxism, root and branch,

from the socialist movement. In place of Marx’s basic concep-

tion of socialism as the necessary outcome of an objective histori-

cal process, Bernstein wished to substitute the idea of socialism

as the goal of civilized mankind, free to choose its future to

conform to higher ethical and moral standards. Where Marx
would have held that men learn to deserve what they get, Bern-

stein held the reverse, that they get what they deserve. Hence
for struggle and revolutionary training, Bernstein would substi-

tute persuasion and education as the means to socialism.

In order to be effective in his environment, Bernstein realized

tha^he could not simply throw Marxism dverboard; its appeal

was too great and its influence too profound. It was necessary

to proceed more cautiously, by way of modenjjzing and revising

Marxism. In pursuing his goal thus deviously, Bernstein found

the ‘breakdown theory’ one of bis most convenient points of

attack. His argument runs somewhat as follows. One of Marx’s

doctrines was the inevitable and catastrophic breakdown of capi-

talism~it goes without saying that Bernstein was unable to ad-

duce proof of this. In the light of economic developments since

•Marx’s death (growth of the world market, rise of cartels, per-

fection of the credit system, et cetera) the theory of cata-

strophic breakdown is no®longci tenable and must be abandoned.

In its place we must recognize a meliorative trend in capitalist

development; *^the severity of crises diminishes, class struggles

grow less sharp, et cetera—characteristically, Bernstein ‘estab-

lishes’ the meliorative trend in a purely descriptive fashion. And
now comes the real point of the argument. Revolutionary tactics

are justified only on the assumption tha^ capitalism will break

down and that the continued existence of society will absolutely

demand a new economic order—in this case, of course, whatever

is necessary at the time will also be justified. But if, as Bernstein

believed, capitalist breakdown is the outcome not of real capi-

talist development but of an outworn theory, it follows that all
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excuse for revolution has vanished. In reality, peaceful and

gradual elimination of the evils of capitalism is possible; it is

therefore also politically expedient and morally right. In this

way Bernstein comes to the san^ positive conclusion as his

Fabian contemporaries in England who, because of a different

intellectual heritage, were able to take the wisdom of gradualism

for granted without going through the laborious preliminary of

revising Marx.

3. The Orthodox Cou^TER-ATTACK

The reaction of the orthodox Marxists to Bernstein’s attack

was by no means uniform. The first full-dress counterblast to his

economic arguments was delivered by Heinrich Cunow in the

official theoretical organ of the Social Democratic party. This

effort is interesting chiefly for its title: ‘On the Breakdown

Theory.’ * That Mirx and Engels believed in the breakdgy^n of

capitalism was taken for granted by Cunovv; he make^no effort,

however, to give^specific content to the coft«.cpt. Indeed, as the

term is most frequently used, it appears merely to stand for the

opposite of Bernstein's cheerful predictions about tht future of

economic conditions under capitalism. As for Cunow’s own ideas

on the progressive deterioration of economic conditions, there is

nothing but a crude ‘shi>rtage-of-markets’ theory, which might

find support in certain of Engels’ popular writings but which

has no foundation in Marx.

Kautsky’s reaction to Bernstein was quite different from that

of Cunow. Instead of debating the issile of capitalist breakdown

on its merits, Kautsky attempted to pooh-pooh it out of exist-

ence. Marx and Engels had no breakdown theor^ in Bernstein’s

sense—i.e. of ‘the great, all-embracing economic crisis’ as ‘the un-

avoidable way to socialist societv".’ " On the contrary, though

they believed that economic conditions must get worse under

capitalism, the essential and original clement in their theory was

that the decisive factor bringing about the transition to socialism

would be the ‘growing power and maturity of the proletariat.’ ®

As to the tactics of the Social Democratic movement, Kautsky

rejected Bernstein’s gradualism in favor of maximum flexibility.

It is necessary to be ‘armed for every eventuality’: ‘Social
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Democracy reckons with crisis as with prosperity, with reaction

as with revolution, with catastrophes and with slow, peaceful

development/ •

4. TuGi<N-BARANOWSKY

Bernstein had sought to wield the breakdown theory as a club

over the heads of the orthodox Marxists. Kautsky’s attempt to

rob the weapon of its potency was singularly unsuccessful. In-

creasingly, the revisionist ojfFensive took the form of disproving

the inevitability of capitalist breakdown; the other side of the

coin was always the endless expansibility of capitalism and hence

the wickedness and destructiveness of revolution. We have

already had occasion to examine at some length Tugan-
Baranowsky’s contribution to the revisionist case—from the econ-

omist’s standpoint it is certainly the most interesting. According

to Tugan, Marx had not one but two breakdown theories, one

resting on the falling tendency of the rate of*profit and the other

on underconsumption. Tugan thought that he had succeeded in

disproving both oi these theories. His tinal f^nclusion, there-

fore, was that the breakdown of capitalism was in no sense an

economic necessity. ‘Mankind will never achieve socialism as a

gift of blind, elementary economic forces but must, conscious

of its goal, work for the new order—and struggle for it.’ The
problem was thus relegated to a far-off time when ‘mankind’

should at last be ready to adopt socialism.

Tugan never attempted to distinguish between breakdown

theory and crisis theory. A chapter entitled ‘Marx’s Theoiy of

Crises’ in his earlier worlf on the theory and history^ of crises

corresponds closely in content to a chapter entitled ‘The Break-

down of the Capitalist Economic Order’ in the later book on

the principles of Marxism. Apparently Tugan believed that

Marx’s theory envisaged a steady increase in the severity of crises

so that eventually one of breakdown intensity would be sure to

occur. In essentials this view is probably npt far removed from

that of Bernstein; needless to say it does not provide a very

specific or readily usable concept of breakdown.
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5, Conrad Schmidt

In criticizing Tugan’s views Conrad Schmidt (revisionist)

made a valuable contribution to the breakdown controversy.

Taking it for granted that ‘Marx and the Marxists’ had a break-

down theory, Schmidt attempted to show that its essential core

was underconsumption: ‘It is from this point of view that the

theory that capitalism is hastening toward a general economic

catastrophe may be developed most simply and clearly.’ General

economic catastrophe apparently meant to Schmidt what break-

down did to Bernstein; a very severe all-embracing economic

crisis. The argument, which is developed with admirable clarity,

is worth quoting at some length;

. . . do not the capitalists, by their opposition to all w^age in-

creases, conduct a struggle which has the tendency to keep the

income—hence alsoHhc purchasing powder—of the masses low
as possible, w'hile they, the capitalists, on the other Tiand, raise

their own income—ancl therewith the mass af ^tcunmlated capi-

tal seeking prodffctive investment—in rapidly increasing progres-

sion? Will, under such circumstances, the increase in^consuming

power ... be able to keep step with the tempo of capital ac-

cumulation^ And if not, must not then the sale of commodities

become always more difficult the more consumption demand,
the basis of production, lags behind the rapidly increasing ac-

cumulation of capital and expansion of production—with only

export, unproductive state expenditures, etc., to slow’ dowm the

process? In this w^ay, then, capitalism would tend to create in

and of itself a steadily growing state of overproduction. Intensi-

fied competition on the market as a result of the growing diffi-

culty of sales would have a tendency to manifest Vself in a grow-

ing pressure on prices and therewith in a fall of the rates of

rettnn or of the average rate of profit, a fall in consequence of

which the capitalist mode of production becomes even for the

majorilj^-of private entrepreneurs ever more unprofitable and

risky, w hile at the s^me time the labor market gets progessively

worse for the workers, and the ranks of the industrial ren^rve

army sw’ell ever more terribly. The path of development of capi-

talist society would thus be likewise the path to irt own bank-

ruptcy, the transition to a new’ socialist order would be pre-

scribed by a forced situation [Zwangslage] of society itself.”
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As a description of the tendency to underconsumption, this is

excellent. The weakness of Schmidt's analysis is nevertheless ob-

vious. He treats the falling rate of profit and the growing indus-

trial resen'? army as derivative from underconsumption instead

of as parallel tendencies of capitalist development. On this basis

he is able to reject the whole breakdown theory along with its

revolutionary implications. For, if all the difficulties of capi-

talism spring from underconsumption, then they can ail be

eliminated by sufficiently raising the purchasing power of the

masses. Thus, asks Schmidt,

How . . . can one determine in advance the degree to which
the laboring masses may be able, through trade union and politi-

cal struggles against the capitalists, to raise their income (and

hence definitive consumption demand)^ How, thus, can one pre-

dict that the increase in workers' income must always necessarily

lag behind the income increase and the accuiYuIation of the capi-

taliS class,' which indeed was the basis of this entire prophecy
of catastrophe?

According to this view, the program 01 the reformist socialists

was calculated to keep capitalism going indefinitely. Eventually,

Schmidt believed in common uiih his fcllow'-revisionists, the

working class would be strong enough and educated enough to

achieve socialism without the spur of intolerable economic con-

ditions. Unfortunately, the entire argument overlooks the direct

1 elation which exists between wages and the rate of profit.

Schmidt proposes to overcome the tendency to underconsump-

tion by speeding up the falling tendency of the rate of profit.

We already know that eirhc is capable of causing crises; so far

as capitalist bi^akdown is c' ncerned-if i'ideed we really have

to reckon with such an ev entuahty—there seems little reason to

suppose that the one is ultimately less dangerous than the other.

6 . Kautsky’s Position in 1902

In 1902 Kautsky published his longest and most important

contribution to crisis theory in the foTm of a review article

criticizing Tugan's book, Theory and History of Commercial

Crises in England, This time the issues involved in the break-
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down theory—though not the term itself—receive substantial

treatment at Kautsky’s hands, nearly a third of the whole article

being devoted to investigating the question ^whether and to

what extent the character of crises is changing, whether they

display a tendency to disappear or to become milder, as several

revisionists, in agreement with liberal optimists, still insisted two

or three years ago.' Drawing on Tugan’s own descriptive and

statistical material, Kautsky comes to a clear-cut answer: 'One

can say in general that crises are becoming ever more severe

and extensive in scope.’ Moreover, theoretical considerations

lead him to believe that capitalism is headed for a ‘period of

chronic depression’:

According to our theory this development is a necessity, and

it is proved bv this alone that the capitalist method of produc-

tion has limits bevond which it cannot go. There must come a

time, and it may ly very soon, when it will be impossible for

the u orhl market even temporarily to expand more rapidly^than

society's producer c forces, a time when cjyerproduction is

chronic for all i/^iisrnal nations. Kren then iTp- and downswings
of economic life arc possible and probable; a senes of technical

revolutions, which devalue a mass of existing means bf produc-

tion and call forth larj? e-scale creation of new’ means of produc-

tion, the discovers of rich new gold fields, etc., can even then

for a w^hile speed up the pace of business. But capitalist produc-

tion requires unintcTrupred, rapid expansion if unemployment
and poverty for the workers and insecurity for the small capi-

raiists arc not to attain an extremely high pitch. The continued

existence of capitalist production remains possible, of course,

even in such a state of chronic depression, but it becomes com-
pletely intolerable for the masses of the popul^ion; the latter

are forced to seek a way out of the general misery, and they

can find it only in socialism.

... I regard this forced situation {Zu'angslage] as unavoid-

able // €co7io7mc dcvelop?7}e7?t p7oceeJs as heretofore, but I ex-

pect that the victory of the proletariat will intervene in time

to turn the development in another direction before the forced

situation in question arrives, so that it will be possible to avoid

the latter.^®

The analysis on which this conclusion rests leaves much to be

desired; the conclusion itself, how'ever, is very much superior
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in saying just what it means to earlier versions of the breakdown
theory. In place of a cataclysmic but very loose and indefinite

conception of capitalist breakdown, we have here for the first

time a definite and clear-cilt picture of ‘chronic depression.*

Temporary upSwings are still possible, and anything like the

automatic disappearance of capitalism is out of the question, but

growing economic hardships drive the people on to seek a way
out and, so far as the great majority concerned, the only hope

of salvation lies in a socialist direction. l*o be sure, Kautsky ex-

presses the belief that what, in his polemic against Bernstein, he

had called the ‘power and maturity of the proletariat’ will be

strong enough to bring on socialism before capitalism has degen-

erated to such a sorry state of affairs. But whether this should

prove true or not is now seen, as it was not in the earlier woik,

to be irrelevant to the fundamental ec(>nomic tendencies of capi-

talist production, for Kautskv s^as far fronj sharing Schmidt’s

coii1J)lacent view that the struggle of the proletariat against the

capitalists would ^oerate to remove the bzrntrs to capitalist ex-

pansion.

Whether or not Kautsky’s theory of ‘chronic depression*

should be classified as a version of the ‘breakdown theory' is a

debatable question. At any rare, from the point of view of bear-

ing on practical questions of strategy and tactics, there is a close

similarity. Kautsky closes his article with an admirably clear dis-

cussion of the relation between his theory and the tactics of the

socialist movement. The revisionists, he says, w ould change

Social Democracy from a jiartv of predetarian class struggle into

a democratic party of socialist reforms. ‘Such a revival of the

old pctty-bourgeois democraiv can be regarded as possible only

by those who believe that the class antagonism between the

proletariat and the possessing classes is growing steadily

weaker.’ ” Kautsky points out, however, that

the conception of a melioration of c^ass jyitagonisms is incom-

patible with our theory of cr^'ses. If the latter is correct the capi-

talist mode of production is beaded for a period of continuous

depression, ^and if the proletariat does not conquer political

power sooner, economic development must intensify class antag-

onisms right up to the time when this state of continuous de-

pression is reached.^*
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Moreover, not only domestic class struggles but also interna-

tional conflicts become ever more severe, since, as the state of

chronic depression approaches, each nation strives to expand its

share of world trade at the expensetof others, ‘to which end the

chief means are colonial conquest, protective tariffs and cartels,

and the result is a steady sharpening of the antagonisms among
the great industrial states.’ The only path for the proletariat

to pursue, therefore, is the path of class struggle, making use of

the knowledge which sound theory ran provide and resolutely

turning away from the illusions of revisionist gradualism.

Crises, conflicts, catastrophes {Kriseny Kriegey Katastrophen]

of all kinds, it is this lovely alliteration that the course of de-

velopment places in prospect for the next decades. Just as so

many dreams have gone up in smoke in the last few years—the

dream of the elimination of crises through cartels, the dream of

an unnoticed, peaceful, step-by-step conejuest of political power
through experiments a la Millerand, and finally the dream dt’thc

saturation of the English ruling class with ajjjcialist spirit . . .

—so the events the coming yearsnvill lead to the disappearance

of that dream that now" floats before our eyes, that wars and

catastrophes are a thing of the past while before us stretches

ahead the level road of peaceful, quiet progress.*®

7. ’Louis B. Boudin

For a full decade after the appearance of Tugan’s book and

the important review articles of Schmidt and Kautsky, no strik-

ingly new points of view were introfiuced into the breakdown

controversy. Writing his Theoretical Principles of Marxism in

1905, Tugan noted, with evident disapproval, ^hat nearly all

socialists, whatever their differences might be, were in general

agreement that ‘there must come a time when overproduction

will become chronic, and the capitalist economic order will

break down because .of the impossibility of finding outlets for

its new^ly accumulated capital.’ Tugan was certainly exaggera-

ting the extent of agreement among socialists; his attempt to

portray Schmidt as a breakdown theorist, and in this*way to gm
the impression that the view in question enjoyed support even

among the revisionists, was little more than a debating trick.
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Among .the orthodox Marxists, however, there undoubtedly was
little serious difference of opinion at this time. Out of the fer-

ment of the Bernstein debates had come a relatively stabilized

version of orthodox Marxist theory; as regards crises and capi-

talist breakdowA it followed closely the views which Kautsky

had put forward in 1902,

Louis B. Boudin was an adequate spokesman of this period of

theoretical stabilization. His book, The Theoretical Systern of

Karl Marx (1907), while containing little new or original, is

none the less a substantial work which summarizes better than

any other the theoretical views held by the accredited represen-

tatives of international socialism in the first decade of the cen-

tury. In crisis theory, Boudin accepted a crude underconsump-

tion explanation; he was confident that crises must grow moxc
severe and that there were definite objective limits to the ex-

pansibility of capitalism; he even speaks the ‘purely cco-

nomTco-mechanical breakdown of the capitalist system.’ He
was not inclined, however, to emphasize the' breakdown prob-

lem; his general position is Aiore adequately CMipresscd in the

following passage:

According to the Marxian philosophj^ a system of production

can only last as long as it helps, or at least does not hinder, the

unfolding and full exploitation of the productive forces of so-

ciety, and must give way to another system when it becomes a

hindrance, a fetter^ to production. That a system has become a

hindrance, and a fetter to production ^\hen it can only exist by
preventing production, an<J by 'wasting what it has already pro-

duced, goes without saying. Such a system can not therefore

last very long, yuite irrespective of the purely mechanical possi-

bility or impos^bility of its continuance. Such a system has be-

come historically impossible, even though mechanically it may
still be possible.**

The similarity between this view and that expressed by Kautsky

in his criticism of Tugan is apparent. In general, it can be said

that Boudin’s analysis is dist*nguishable from that of Kautsky

only by the more markedly primitive character of its under-

consumptiori!sm.

After Boudin the breakdown issue tended to fade into the

background of theoretical controversy. Hilfcrding, who wSs
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much influenced by Tugan, declared that ‘economic breakdown

is in no sense a rational conception,* but he did not elaborate

on the theme. Nor did Kautsky, in writing a long review of

Hilferding, feel called upon to rai&e the issue. Kautsky, indeed,

was in no mood for sterile controversy. ‘Theoretical—though not

practical—revisionism has been defeated, and we Marxists car.

devote all our energy and time ... to the great task of building

up and adapting to recent times the structure which our masters

left behind in incompleted form.’ All was quiet on the theo-

retical front—but it was not long to remain so. Hardly more

than a year after Kautsky had written these lines, Rosa Luxem-
burg set off a bomb in the midst of the complacent theorists of

Social Democracy. The reaction was one of shocked surprise—

and ill-concealed rage.

8. Rosa Luxemburg

Rosa Luxemburg attempted to prove that capital accumulation

is impossible ix^closed capitalist sv^stem. Marx’s failure to under-

stand this was due to the unfinished state of his work.^he would

now supply the missing prooL close the most important remain-

ing gap in the Marxian system, and in this way explain the

hitherto inexplicable phenomena of modern imperialism.

At the heart of the problem of capital accumulation, according

to Rosa Luxemburg, lies the realization of surplus value. In sim-

ple reproduction the realization of surplus value presents no

difficulties: it is all sold to capitalists fpr their own consumption.

But in expanded reproduction, matters arc different. The value

of all commodities, and hence of the total social ^utput, consists

of constant capital plus variable capital plus surplus value. The
constant capital is realized through the replacement purchases

of capitalists themselves; the variable capital is realized through

the expenditure by workers of their wages; so much is clear.

But how is it with Surplus value.^ A part is purchased by the

capitalists for their own consumption; another part they wish to

accumulate, and here is the difficulty: ‘where is the demand for

the accumulated surplus value?**® The capitalists cAtainly can-

not realize the surplus v'^alue which they wish to accumulate by

selling it to workers, for the latter exhaust their wages in realiz-



ROSA LUXEMBURG 203

ing the- variable capital. They cannot sell it to themselves for

consumption, for then wc should be back in simple reproduction.

‘Who, then, can be the taker or consumer for the social portion

of commodities the sale of A^hich is a necessary prerequisite of

capital accumulation^’®^ It might be thought that the part of

surplus value in question exists in the form of additional means
of production which the capitalists buy from each other and in

this way make accumulation possible. But, then, who would buy
the still larger quantity of goods produced in the following

period? If it is answered that this just keeps up for ever, then

we have before us a merry-go-round which revolves around
itself in empty air. That is not capitalist accumulation, i.e. heap-

ing up of money capital, but the opposite: production for the

sake of production, thus, from the standpoint of capital, utter

nonsense.®*

this reasoning Rosa Luxemburg conclu(fes that the problem

w'hich she has posed is insoluble and that the only way out is

to drop the assumption with which she start?4te. namely,

assumption of a closed system made up exclusively of capitalists

and workers. Having done this, she proceeds to argue that the

part of surplus value which is to be accumulated can be realized

only by sale to non-capitalist consumers, that is to say, to con-

sumers w^ho are altogether outside tht capitalist system either

because the country in which they live is still untouched by

capitalism or because the section of the population to which

they belong (e.g. peasants^ still lives on the level of simple com-

modity production. The very process of expansion, however,

draw's these backward nation*? and strata of the population into

the orbit of capitalism. Eventually they w'ill all be absorbed, and

when this occurs the theoretical impossibility of a closed capi-

talism will manifest itself in practice; the system will break down
of its own accord.

On the basis of this theory, imperialism Ijmerges as a striving

on the part of all capitalist nations to get control over as much

as possible of the still-remaining non-capitalist world; and high

protective fariifs appear as the means by which each seeks to

bar the others from access to its own internal non-capitalist

market. Thus the most striking phenomena of the latest stage of

8*
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capitalist development are explained as arising from the ap-

proaching exhaustion of the non-capitalist market; by the same

token, they are shown to be harbingers of the impending break-

down of capitalism which no pow^rfr in the world can stave off.

Rosa Luxemburg’s theory is open to criticisAi from several

different angles; one error in particular, however, overshadows

the rest •: in discussing expanded reproduction she implicitly

retains the assumptions of simple reproduction. The dogma,

which she never questions for a mon>ent, that the consumption

of w'orkers can realize no surplus value implies that the total

amount of variable capital, and hence also the consumption of

workers, must always remain fixed and constant as in simple

reproduction. Actually accumulation typically involves adding

to variable capital, and when this additional variable capital is

spent by workers it realizes a part of the surplus value which

has the physical form of consumption goods, t Since Rosa

Luxemburg did not understand this, it seemed to her that con-

sumption could not increase within the framework of capitalism.

From this it Vv-JIfa short step to the conclusion that additions to

the stock of means of production could have no funepon what-

ever. Given her premise about the constancy of consumption,

this would undoubtedly be correct—it could be denied only by
one who believed in the complete independence of production

and consumption d la Tugan-Baranowsky: continued additions

to means of production would then indeed be ‘a merry-go-round

w*hich revolves around itself in mid-air.’ Since, however, the

constancy of consumption rests on nothing more substantial than

Rosa Luxemburg’s own logical inflexibility, the whole theory

collapses like a house of cards. Bukharin's witty^ remark is still

the most telling criticism of her theoretical structure: ‘If one

excludes expanded reproduction at the beginning of a logical

• We leave out of account altogether purely monetary problems of

capital accumulation though she devotes a great deal of attention to them,
frequently even confusing the question, where does the demand come
from? with the question, where does the money come from? It is in dis-

cussing the latter question that she shows to least advantage, but it is,

after all, a minor problem which is essentially irrelevant
^
to her main

thesis.

t In terms of the reproduction schemes used in Chapter x, the additional

vsvtiable capita] which realizes surplus value is designated as Sav (see

p. 163).
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proof/ he wrote, ‘it is naturally easy to make It disappear at the
end; it is simply a question of the simple reproduction of a
simple logical error/

Beside the fundamental ertror involved in misunderstanding
and misusing r^roduction schemes, other weaknesses and con-
fusions in Rosa Luxemburg’s thinking are of subsidiary impor-
tance. For present purposes it is only necessary to point out
that if the analysis were correct in denying the possibility of

accumulation in a closed system, her non-capitalist consumers
could in no way change the situation. It is not possible to sell

to non-capitalist consumers without also buying from them. So
far as the capitalist circulation process is concerned, the surplus

value cannot be disposed of in this way; it can at best change

its form. Who is to buy the commodities ‘imported’ from the

non-capitalist environment? If there could have been, as a matter

of principle, no demand for the ‘exported’ tcommodities there

can oe just as little a demand for the ‘imported’ commodities.

The whole distinction between ‘capitalist’ and ‘non-capitalist’

consumers is, in this context, quite irrelevant. dilemma

were a real one it would prove more than she bargained for: it

would demonstrate, not the approaching breakdown of capi-

talism, but the impossibility of capitalism. Rosa Luxemburg, un-

like the Narodniki in R\issia a decade and a half earlier, had

much too keen a sense of economic and political realities to

follow her logic to such an absurd conclusion. She was never

in danger, in Lenin’s phiase, of fleeing ‘from an unpleasant but

undoubted reality into thj cloud world of romantic fantasies.’

She saved herself, however, only by the doubtful expedient of

inventing a falsi solution to a specious problem.

On the whole The Acamrulation of Capital is devoted to

theoretical analysis, and only incidentally to the drawing of

political inferences. Nevertheless, Rosa Luxemburg expressed the

hope in a Foreword that, outside of its purely theoretical interest,

the work might have ‘some significance for our practical

struggle against imperialism,’ and she left no doubt about what

she regardecl as the general character of its political implications.

The more violently capil&l, through military methods in the

outer world, and also at home, cleans out non-capitalist clenfieilts
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and depresses the living conditions of all working people, the

more does the day-by-day history of capital accumulation on the

world stage become transformed into a continuous chain of

political and social catastrophes and convulsions which, together

with periodic economic catastrophes in the form of crises, will

make impossible the continuation of accumulation and will make
necessary the rebellion of the international working class against

the domination of capital even before the latter smashes itself

against its own self-created economic barriers.®®

The reception accorded to The Accinnulation of Capital in

the Social Democratic press was a genuine surprise to its author.

She expected all Marxists to be convinced by her arguments,

to say that hers was 'the only possible and thinkable solution to

the problem.’ Instead most of the reviewers were sharply criti-

cal; more than that they were openly hostile. The review in the

Voru'jxrts^ official jparty newspaper, ‘presents a strange appear-

ance even to the reader unfamiliar with the material, but* it is

even stranger w'hen account is taken of the fact that the criti-

cized book^^^ilfapof a purely theoretical character, polemicizes

against no living Marxist, and sticks strictly to its job.’ Un-
favorable reviews were not the end of the matter. Any one

who praised the book fell the displeasure of the part)" higher-

ups; only those who criticized it could be considered ‘experts’—

‘an unprecedented and m itself somewhat comic performance,’

she thought.

The reaction of the official spokesmen of Social Democracy
to Rosa Luxemburg's book did not include any significant theo-

retical contributions and is interesting chiefly for the state of

mind which it revealed. In the German movement, fear of revo-

lution had by now become quite as characteristic of the ‘ortho-

dox’ as of the revisionist. It was still fashionable to talk revolu-

tion—to take place some time in the indefinite future. For this

purpose, paradoxically enough, one needed a theory which could

guarantee capitalismJs lasting power. Hence all breakdown theo-

ries had to be combatted and the indefinite expansibility of capi-

talism, regarded simply as an economic system, had to be

affirmed. Revolution could then be treated as a deliberate act of

the proletariat for which, however, the proletariat would been

very long time preparing. In practice this position is indistin-
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guishable from that of the revisionists and diametrically opposed
to that of Rosa Luxemburg. Small wonder that she was regarded

as a dangerous and irresponsible woman.
In spite of serious analytical errors and notwithstanding the

hostility of offi<iial Marxism, Rosa Luxemburg was a more genu-

ine Marxist than any other member of the German movement.
As a historical materialist, if not as an economic theorist in the

narrower sense, she stood head and shoulders above her critics.

She wrote:

If we assume, along with the ‘experts,* the limitlessncss of capital

accumulation then the solid soil of objective historical necessity

is cut from under the feet of socialism. We take refuge in the

fog of pre-Marxian systems and schools which pretend to derive

socialism out of the mere injustice and wickedness of the present

world and out of the mere revolutionar\" will of the working
class.^*

Unl7kc Marx, Rosa Luxemburg, in rejecting ‘the limitlessness of

capital accumulation,’ set up a concept of mechanical break

down. But this is, after all, a relatively mmor^iiifference of

opinion when set alongside of their fundamental agreement on

the nature of the historical process itself.

9. Post-war Ann cues

The war and its aftermath interrupted the breakdown debate;

not until world capitalism had reached the relative stabilization

of the middle 1920s did thie question of the theoretical limits of

capitalist expansion once again occupy the attention of Marxist

economists. Th^re now appeared roughly three main points of

view.

First there was the position of the Social Democratic party,

nearly all of whose spokesmen had come around, more or less

frankly, to a reformist point of vicu. Here we find arguments

similar to those put forth by the revisionists around the turn of

the centuiy% only now the erstwhile leading orthodox theorists,

Kautsky an^ Hilferding, openly joined forces with the revision

ists to form a united front against the breakdow'n theory.

Kautsky, writing in 1927, repudiated his own earlier theory ^f
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chronic depression from which capitalism would be unable to

find an escape: ‘The expectation that crises would someday be-

come so extensive and long-drawn-out as to render the continua-

tion of capitalist production impo^ible and its replacement by a

socialist order unavoidable finds no more suppoj|?t today.’ ** And
Hilferding, speaking before the annual Social Democratic Party

Conference in 1927, put the case even more explicitly:

I have always rejected every economic breakdown theory . . .

After the war such a theory was championed chiefly by the

Bolshevists who believed that we were now on the very verge of

the breakdown of the capitalist system. We have no reason to

fear that. We have always been of the opinion that the over-

throw of the capitalist system is not to be fatalistically awaited,

nor will it come about through the workings of the inner laws

of the system, but that it must be the conscious act of the prole-

tariat.^^

Second, there was the view held by the Bolsheviks. There can

be little doubt that Hilferding was wrong in attributing to them

a specifica|Jyi««onomic breakdowfl theory. Ever since the theo-

retical struggle against the Narodrtiki^ in which Lonin rook a

leading part, Bolshevik theorists had been very reluctant to give

even qualified support to predictions of purely economic catas-

trophe. On the other haivd, they clearly believed in the inevitable

end of capitalism, bur they expected it to result from wars which

were not so much the outgrowth of a tendency to econf)mic

breakdown as of an ever more intense hunt for monopoly profits

by the great trusts in rival capitalist countries. The war and the

Russian revolution obviously prc.vided a strong stimulus to this

line of reasoning, which will be dealt with at greater length in

Part IV. In terms of the problem posed at the outset of this

chapter, the Bolsheviks cannot be classified as breakdown theo-

rists.®*

Third, tht.re were those who continued to maintain the break-

down thesis. With the ersnvhile leaders of orthodox Marxist

thought, like Kautsky and Cunow, in open or thinly disguised

alliance with the revisionists, this position was lef^, to the fol-

lowers of Rosa Luxemburg to defend. Fritz Sternberg’s /wpe-

is the outstanding product, in the economic field, of
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this school of Marxist thought. In essentials Sternberg repeated
the arguments of Luxemburg, including her errors, but suc-

ceeded in adding little of his own.
On the whole, then, the decade after the war saw little ad-

vance touards ^ clarification of the breakdown issue. Tlus was
the situation which existed when Henryk Grossmann published,

in 1929, the most detailed and elaborate examination of the prob-

lem which had yet appeared: The Accuvmlation and Breakdi^wn

Law of the Capitalist System, A brief consideration of this work
will bring us substantially up to date, for the 1930s were not a

period of substantial progress in Marxist economics, a fact which
may be accounted for by the well-nigh impossible conditions of

work in many parts of the Continent, the preoccupation of Rus-

sian theorists with a new set of problems, and the relative back-

wardness of Anglo-American Marxism, particularly in questions

of economic theory.*

10. Henryk Grossmann

Grossmann’s own theor\’ of capitalist breakdowS^we need

nor take seriously his claim to he the first tc exhume the true

doctrine of Marx himself—has at the very least the merit of

originality. For Grossmann the realization problem does not

exist; just as little as Tugan-Baranowsky does he worry about

the relation between production and consumption. How, then,

does he bring the capitalist system to its doom^ The method is

nothing if nor ingenious.

At the basis of Grossmann’s reasoning is a reproduction scheme

devised by Ott<j Bauer for u^^c in his critique of Rosa Luxem-

burg’s AccwTTulation of CapitaL^'^ This scheme has the following

characteristics: the working population and the amount of vari-

able capital both grow at the rate of 5 per cent per annum; the

• This does not mean that interesting and important theoretical work on

the analysis of capitalist crises was altogether lacklhg during the 1930s. A
few books may be mentioned. In '^entral Europe: Otto Bauer, 7.wischen

Zwei Weltkriegen? (1936), Natalie Moszkowska, Zur Kritik Modemer
Krisentheorien (1935); in England: Maurice Dobb, Political Economy and

Capitalism and in America: Lewis Corey, The Decline of Ameri-

can Capitalism (1934). None of these works, however, is primarily con-

cerned with the problem of this chapter.
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rate of surplus value remains always at 100 per cent, so that the

total quantity of surplus value grows also at a 5 per cent rate;

the organic composition of capital rises—to bring this out it is

assumed that constant capital grows at a rare of 10 per cent per

annum. The way in which surplus value is divic|^d into its three

basic parts—capitalists’ consumption, additional variable capital,

and additional constant capital—is rigidly determined by these

assumptions. So much must go for additional constant capital

and so much for additional variable capital as to maintain the

presupposed rates of increase; the remainder is left for capitalists

to consume. Now it is obvious that if this scheme is pushed far

enough it will lead to strange results, for the increments to con-

stant capital, though themselves derived from surplus value, are

assumed to grow more rapidly than surplus value. Bauer devel-

oped the scheme for only four years, which was not enough to

bring out its potential curiosities. But Grossmann pushes reso-

lutely ahead untiHie has 35 years. In the twenty -first y^ear,, the

amount of surplus value left over for capitalists ro consume

begins to decline, and by the rhi|?ty'-fourth yeai it is nearly all

gone! Frcf/TtRis point on, not only do the capitalists starve, but

even by such heroic sacrifices they are no longer aWle to main-

tain the preordained rate of accumulation in the preordained pro-

ponions of constant and variable capital. The scheme, in other

words, breaks down from a shortage of surplus value; given its

assumptions, it is literally impossible to carry it beyond the

thirty-fourth year.*

Bauer’s scheme breaks down from a shortage of surplus value.

By a breath-taking mental leap Gr6ssmann concludes that the

capitalist system must also break down from a shortage of sur-

plus value. Rosa Luxemburg's theory of an excess of surplus

value is thus turned on its head. ‘The difficulty lies rather in the

expansion of capital: the surplus value does not suffice for the

continuation of accumulation at the assumed rate of accumula-

• The number of years for which the scheme can run is naturally deter-

mined by the absolute size of the figures assumed for the first year as

well as oy the relative rates of growth of constant and variable capital.

Bauer’s first year is given by the formula 200,000r -f l00,(J00v -f lOO.OOQi.

The 34th year shows 4,641,489c H- 500,304i; 4- 500,304r. The quantity of s

(500,304) is here less than 10% of 4,641,489 plus 5% of 500,304. Hence the

rjheme must come to an end with the 34th year.
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tion! Therefore the catastrophe/ Despite certain qualifications

and refinements, this ‘shortage-of-surplus value’ theory, as de-

rived from Bauer’s scheme, remains throughout his work the

essence of Grossmann’s thinkipg on the breakdown problem.*
Grossinann's sheory exhibits in extreme form the dangers of

mechanistic thinking in social science. Reproduction schemes,

including that of Bauer, arc useful as a method of making com-
prehensible the character of a certain set of relations. Bu» to

take any particular, and necessarily arbitrary, scheme and assume
that it faithfully represents the essentials of the real process of

capital accumulation is to invite theoretical disaster. Lenin once

remarked in criticizing Tugan-Baranowsky that ‘schemes can

prove nothing; tlicy can only illustrate a process 'when its sepa-

rate elements have been theoretically clarified.^ It would have

been well for Grossmann to heed the warning; his failure ro

clarify the elements of his scheme leads to a seriou*. distortion

of the real accuinulati<m process and to a cnflticlusion which has

no claim to acceptance. Here we can point out only a few of the

more obvious shortcomings <4 Grossmann’s theory.

In the first place, Bauer’s scheme makes the rate*^ accumu-

tion dependent upon two factors, the rate of population growth

and the assumed necessirv' tor constant capital to increase twice

as rapidly as variable capital. The rate of population growth is

then set at a very high figure, namely, at a compound rate of 5

per cent per annum.f Under almost any circumstances, the as-

sumption that constant capital grows twice as rapidly as variable

capital seems highly unrealistic. But it is nothing short of fantastic

when coupled with the Jlsumption that the working force is

growing at the enormous ra e of 5 per cent per annum, for a

rapid grow'th i?i the size of ihe working force is precisely the

factor operating most strongly to keep down the ratio of con-

• k m.iv he remarked, parenthetically, that the falling tendency of the

rate of profit, while of course exhibited in Bauer’s scheme, has nothing

whatever to do with Grossmann’s breakilown theory, though numerous

remarks made in the course of the work might lead to an opposite impreci-

sion. Mos'ckow'ska vZwr Kritik Mo^^rncr Krisenikeorieiiy Ch. i>) is misled

into interpreting Gmssmann’s theory as a falling-rate-of-profit theory.

tBy way ^f comparison w'ith actual historical conditions, it may be

pointed out that even in the United States during the years 183Q to 191 \
a period of extrcmelv rapid population grow^th, the compound annual rare

of increase was no higher than 2.28^ o-

15
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srant to variable capital. This is so because an abundant labor

supply prevents wages from rising and hence holds in check the

tendency to substitute machinery for labor power. It follows

that if we assume a very rapid growth in the labor supply it

would be only reasonable to assume an increase constant capi-

tal approximately equal to the increase in variable capital. On
this hypothesis, the scheme can be expanded indefinitely; using

Grossmann’s method of reasoning we should have to conclude

that capitalism can go on for ever.

Grossmann would object that an increasing organic composi-

tion of capital is an essential feature of capitalism which cannot

be assumed away. Quite so, but what causes the rising tendency

of the organic composition of capital? The answer is that the

price of labor power tends to rise under the stimulus of accumu-

lation—the organized efforts of workers may at certain times

play quite as important a part as actual shortages in this respect—

and that this induces a continuous substitution of machines* for

labor power. In other Mords, the rate of accumulation is the

mdependmt variable; the division of accumulation between con-

stant and rSnable capital is by no means fixed but depends in

good part on the relation between the rate of accumulation and

the rate of growth of the labor force; in general this relation is

such as to produce a relatively greater rate of increase of con-

stant than variable capital. Of all this, which is basic to the

Marxian analysis of capitalism, we find not a word in Grossmann.

When it is taken into account, the idea that the increasing

organic composition of capital, like a Frankenstein monster, must

eventually force capitalists to throw' all of their surplus value

into accumulation is seen to involve a complete inversion of the

causal links within the accumulation process. Bauer’s scheme was

satisfactory for the purpose for which it was devised, namely,

to demfmstratc the possibility of realizing surplus value within a

closed system; as a representation of the accumulation process,

however, its use is n^isleading and unjustified.

Numerous other criticisms can be made of Grossmann’s

theory. For example, assume for a moment that his use of Bauer’s

scheme were legitimate. Even so, why and in what <;ensc would

the thirty-fifth year be a year of breakdown from a capitalist

standpoint? True, surplus value is not present in sufficient
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volume to employ all the additional workers and also add 10 per

cent to constant capital. But why should this mean idle capital,

as Grossmann assumes it would? Suppose surplus value were

sufficient to add 4 per cent mi>re workers and 8 per cent more
constant capita^ Would the capitalists hesitate out of sorrow

for the 1
per cent of workers who could find no employment?

Of course nor. In fact, under Grossmann's assumptions, each

year after the thirty-fourth would see an increase in unemploy-

ment, but there would be nothing to prevent the capitalists from

continuing to invest their accumulations—and even from going

back to a reasonable standard of consumption on their own ac-

count if they should want to. Mounting unemployment would
have, again from a capitalist standpoint, a salutary effect in re-

ducing wages and raising the rate of surplus value and hence the

rate of profit. If the workers should insist on multiplying at so

rapid a rate in spite of steadily worsening condirion.s, well, then,

the*/ could be left to a Malthusian fate—certainly no one ever

suggested that capitalism would break down/jii that account.

So far as (irossmann’s theciry is concerned, w^e may regard it

as sufficient to have shown, first, that the use maS^s^of Bauer’s

reproduction scheme is illegitimate: and second, that even if this

were not so the conclusions wdiich Grossmann draws are un-

warranted. By denying the existence of a realization problem and

by ignoring the real significance of the falling rate of profit,

Grossmann in effect puts himself in the same school of thought

with Tugan-Baranow^sky. I'his is perhaps a harsh judgment to

pass on one w ho S}- .res no energy in castigating Tugan, but his-

torical accuracy justifies rft) other.

With this we may bring a close our review of the break-

down controvfrsy. The re*' ilts arc inconclusive-, much remains

still to be clarified. To what extent can the analysis of r rises

presented in this Part contribute to the task of clarification?



XII

CHRONIC DEPRESSION?

1. Introdi ction

Neither the breakdown theorists nor their critics seem to have

had a clear and unambiguous conception of the meaning of capi-

talist ‘breakdown/ Some, like Bernstein, thought in terms of a

very severe and all-embracing economic crisis from which there

could be no escape. Others, like Rosa Luxemburg and Gross-

mann, apparently thought in terms of a sudden going to pieces

of the whole social* order,

All at once, and nothing first,—

4ust as bubbles do when they burst.

But these ideas, which are obviously derived from analogies—

the individual pursued by a relentless fate, or the machine which

has come to the end of its useful life—lose their concreteness

when applied to a social order. Any severe crisis may be, of

course, and not infrequently is, described as a breakdown. But

in this sense the expression loses the connotation of finality

which attaches to it in the context of the breakdown contro-

versy. The breakdown of capitalism \s supposed to be the end

of capitalism; it marks the point beyond which capitalism is im-

possible. This is the implication; yet it is just here that it becomes

very difficult to be more specific. A particular form of society,

that is to say a certain set of social relations, can become ex-

tremely onerous, but w hat does it mean to say that it is impos-

sible?

The difficulty of answering suggests that there is something

WTong with the question. Historically, the end of a social order

comes about in one of two w'ays: cither it disintegrates over a

long period of time, partly as a result of internal decay, partly

as^a result of attacks from without; or it is more or less rapidly

214
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replaced by a new social order. Despite obvious dissimilarities,

these two processes have much in common, and neither is aptly

described by the term ‘breakdown.’ What the two cases have in

common is that the old order has lost its progressive character,

it saps the vitality of society, its beneficiaries are forced to resort

to extreme methods in an effort to protect their position; in

short, to use Marx’s telling phrase, it has become a ‘fetter’ on
the further development of society’s productive forces. Which
path will be followed, whether the path of decay or the path

of reconstruction, depends primarily on whether the old order

has, within its lifetime, produced a class which is both ready and

able to cut loose from its existing ties and build a new society.

Applying these considerations to the case of capitalism, wr see

that the really significant questions cannot be grouped around

the concept of capitalist breakdown—the term means either too

little or too much. What we want to know is what, if any, are

the^isintegrating forces at work in capitalist society. As related

to economic crises, this question can be made more specific: do

the crisis-producing forces teftd to become more j^re in the

course of capitalist development, so that eventuallyaepression

tends to be the rule rather than the exception^ If so, we may
account this a chief element in the transformation of capitalist

relations ‘from forms of development of the forces of produc-

tion . . . into their feaers. And we may feel certain that the

melioration of social conflicts to which the revisionists so con-

fidently looked forward is the f irecast of wishful thinking and

not of scientific analy5»is.

In a sense, this wao always the underlying issue at stake in the

breakdown controversy. Neither Rosa Luxemburg nor Gross-

mann, the most extreme breakdown theorists, ever believed that

the development of capitalism would proceed to what they

regarded as its logical conclusion. \s Rosa Luxemburg expressed

it, class struggles and international wars must lead to revolution

‘long before the ultimate consequence of eqpnomic development

is reached,* ^ Once this is granted, the conclusion can hardly be

avoided that it is the direction of development and not the ‘ulti-

mate consequence’ which is of primary importance; the break-

down problem appears as an essentially extraneous issue which

has received an undue amount of attention. It is probably saic
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CO assume that this is the reason why Marx did not concern him-

self with capitalist breakdown; he preferred to analyse the actual

trends of capitalist development rather than to spin theories

about a hypothetical outcome which would in any case never

be reached. The incompleteness of his work istnot to be found

—as Rosa Luxemburg thought—in the absence of a breakdown

theory, but rather in the unfinished analysis of capitalist tend-

encies.

Of all the attempts to revise, supplement, interpret, and cor-

rect Marx which were passed in review in the last chapter, that

contained in Kautsky’s 1902 article stands out as the most im-

portant. Kautsky attempted to carry one stage forward what he

understood to be Marx’s crisis theory by asking the question,

whether in the long run crises tend to become more or less

severe. His answer was that they tend to grow more severe,

so much so, in fact, that a period of ‘chronic depression’ must

sooner or later set *m unless the victory of socialism should iAcer-

vene. According to our own interpretation, Kautsky ^9̂ 2$ cer-

tainly askings the right question. AVith the aid of a more ade-

quate an^'^sis of crises than was at Kautsky’s disposal, let us

test the correctness of his answer.

2. The Conditions of Capitalist Expansion

That capitalist production normally harbors a tendency to

underconsumption (or overproduction) was demonstrated in

Chapter x, and the reasoning will not be repeated here. In princi-

ple this tendency may manifest itself^’ in a crisis or in stagnation

of production. Both are methods, the one sudden and perhaps

temporary, the other steady and continuous, wtiereby accumu-

lation is prevented from outrunning the requirements of the

market for consumption goods. This should not be taken to

imply that depression leaves consumption unaffected and oper-

ates only to reduce accumulation. Both are affected unfavorably

but the latter is to a proportionately greater extent. To take

an extreme case, in a severe depression, profits may give way
to losses for the system as a whole and capitalists may be obliged

to live from their past accumulations instead of adding to them.

Inrthis manner accumulation can actually become negative for a
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time, while of course consumption must always be positive and
substantial even if society is to do no more than continue to

exist in a purely physical sense. The relatively greater contrac-

tion of accumulation as compared to consumption is the factor

which, in a general way, establishes the lower limit to a decline'

in productive activity.

Since the tendency to underconsumption is inherent in capi-

talism and can apparently be overcome only by the partial non-

utilization of productive resources, it may be said that stagnation

is the norm towards which capit?list production is always tend-

ing. Rut we know that over the past four centuries, more or

less, capitalism has expanded prodigiouslv with only periodic

crises and occasional lapses into stagnation to mar the upward
trend. What is the explanation of this apparent paradox.^ 'Fhe

answer is to be found primarily in the level of abstraction to

which we have so far confined our analysis of the undercon-

surftption problem. Up to this point we haVe neglected those

forces which have the effect of counteracting the tendency to

underconsumption, forces which evidently have been powerful

enough to dominate the actual historical course of capitalist de-

velopment. In order to reach an answer to the question which

at present concerns us—is capitalism in fact headed for a state

of chronic depression?—w^e must alter this procedure and focus

our attention on the cc ite; acting forces. If it appears that they

are likely to operate in the future with the same strength as in

the past, then we should have conclude that the ever-present

tendency to underconsumption would not in itself constitute a

bar to indefinite capitalist expansion.* It, on the other hand,

it can be showm that the counteracting forces are becoming

relatively weaker, then we can expect the tendency to under-

consumption to assert itself to an increasing extent, and Kaut-

sky’s prediction of an imminent ^»criod of chronic depression will

be supplied with a solid foundation.

Generally speaking, the counteracting forces may be grouped

together into two main categories: those which have the effect

of raising the rate of grow th of consumption relative to the

•It shoulcf be explicir*/ stated that we are here not concerned with

diflficnlties which might arise from the falling tendency of the rate of

profit even in the absence of insuperable underconsumption problems. ^
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rate of growth of means of production, and those which deprive

a disproportionate growth in means of production of its eco-

nomically disruptive consequences. In the latter category fall

(1) new industries, and (2) faulty investment; in the former,

(3) population growth, (4) unproductive consumption, and (5)

state expenditures. We shall attempt, in the case of ejch one of

these items, to explain its meaning, analyse its mode of opera-

tion and weigh its probable future importance, as against its

actual past importance, in counteracting the tendency to under-

consumption.

3. Forces Col nteracting the Tendency to Underconsumpiion

1. New Industries, During the formative period of a new in-

dustry there is no clearly defined relation between additions to

mcan:> of production and additions to the output of finished

products. For example, a railroad must be built before it can be

used. During the 'Construction period investment proceeds while

the provision of actual transportation service is not increased,

only wh^rT the railroad is finished does the relation between

means of production and output of finished product assert itself.

Once this point has been reached, however, it is generally the

case that further additions to means of production (new^ rolling

stock, double tracking, heavier rails, et cetera) will be closely

related to changes in output (ton-miles of transportation). From
this we may deduce the important principle that for the econ-

omy as a whole the relation between investment and changes in

output of consumption goods will be greatly affected by the

relative share of total investment going into tjie establishment

of new industries.

If w^e start from an economy w^hich possesses virtually no

industry (aside from handicraft) it is apparent that it is capable

of undergoing a transition, usually called industrialization

^

during

which the greater part of its energies are devoted to building

new means of production. It mav even be that establishment of

new industries is on such a scale relative to total production that

for a tin an actual curtailment in the output of eonsumption

goods is required. During a process of industrialization all of

\fhat W'c commonly" call the ‘basic’ industries appear as new' in-
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dustrics,. and their establishment absorbs newly accumulated

capital without adding correspondingly to the output of con-

sumption goods. It is only when the process of industrialization

is completed that it becomes clear that the capacity to produce

consumption goods has been greatly expanded, and the neces-

sary connection between means of production and output of

consumption goods comes to the fore again.

From this we may conclude that industrialization (establish-

ment of new industries) counteracts the tendency to undercon-

sumption, and does so roughly in proportion to the relative share

of total investment for u'hich it is responsible. That this was a

factor of first importance during the eighteenth and nineteenth

centuries goes without saying. From our present point of view,

however, the crucial question is whether new industries have

already become and whether they will continue to be relatively

less important than formerly. The answer seems to be unquah-

fieeffy in the affirmative. This does not mean Aiat new industries

no longer appear or that they arc unimportant. What it does

mean is that the advanced capfltahst countries have undergone a

process of transformation which has brought them frJhi a pre-

dominantly agrarian-handicraft status to their present highly

industrialized condition. It is difficult even to imagine a series

of new industries winch would todav have a relative importance

comparable to that <»f the textile, minings metallurgical, and

transportation industries in the eighteenth and nineteenth cen-

turies. Still less is It possible to di^^ern any actual or potential

development of the required ma.^ utude.

This, of course, docs not apply to those parti of the world in

which the process of industrialization has hardly begun or is still

in full progress. I'here the establishment of new industries is

still capable of absorbing enormous amounts of capital without

adding simultaneously to the output of consumption goods. It

might be supposed that this capu^'’ ''ould be supplied from the

accumulations of the already industrialized regions so that in

reality the field of new industries ought to be regarded as far

from exhausted. To a certain extent this is undoubtedly the case,

but there ar^e many complicating factors w^hich have to be taken

into account. One ve»*’ large part of the world, European and

Asiatic Russia, is rapiUiy industrializing itself under socialist rcit-
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tions of production and without benefit of outside capital. Even

with respect to the remaining extensive regions of Asia, Africa,

and Latin America which have so far been but lightly touched

by capitalism, certain not easily surmountable barriers stand in

the way of a large-scale absorption of foreign capital. The
growth of monopoly within the older capitalist countries

strengthens a resistance to the industrialization of new regions

which has always been present to some extent; continual quarrel-

ing over the right to exploit the various areas virtually excludes

the possibility that any country should enjoy the full benefits

of peaceful expansion; finally, the peoples of the backward lands

are becoming increasingly hostile to foreign domination and are

more and more resisting incorporation into the older capitalist

economies. These topics will receive fuller treatment in Part iv;

merely to mention them is a sufficient warning against the easy

assisnptioii that the effects of the substantial completion of the

process of industriilization at the center of capitalist production

can be compensated by more rapid expansion at the periphery.

That there is and will continue tt be pressure in this direction

is sure; wtiether and to what extent it will prevail and have the

hoped-for effect, however, is a difficult problem which must be

reserved for later and separate discussion.

So far as the older capitalist regions are concerned there is

little doubt that the relative importance of new industries is on
rhe decline. This is exactly what one would expect, and if one

forgets rhe special characteristics of capitalism, one would be

inclined to argue that it is an altogether welcome development.

Having built our basic industries wx are now in a position to

enjoy their fruits in the form of increased mass consumption.

It must not be ovei looked, however, that the basic accumulation-

consumption pattern of capitalism has no relation to the possi-

bility of producing use values. Hence the substantial completion

of the process of industrialization leads under capitalist condi-

tions not to a great; increase in social consumption but rather

to the removal of one of the most powerful forces counter-

acting the ever-present tendency to underconsumption. This is

what Lenin meant when he said that ‘the historical,, mission of

capitalism . . . consists in the development of society’s produc-

tive forces; its structure prevents the useful application of these
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technical achievements for the benefit of the masses of the

people.’ * Here is one reason, perhaps the most important reason,

in favor of the view that capitalism is headed for a period of

chronic depression.

2. Faulty Investment, Under capitalist conditions investment

is always undertaken with a view to supplying an uncertain

demand. Inevitably there is a certain amount of investment

which turns out to have been based on miscalculation and which
has to be wholly or partly abandoned, to the loss and sometimes

even the ruin of the capitalist undertaking it. This we can call

‘faulty investment.’ It absorbs a part of capitalists’ accumulation

without adding to the output of consumption goods and in this

way counteracts the tendency to underconsumption. It is likely

to be more important the less well-informed and the more san-

guine are the individual capitalists. These qualities, in turn, will

be most in evidence in a period w'hich for other reasons is one

of* rapid expansion. Hence, in general, faiflry investment is a

force which counteracts the tendency to underconsumpiion

most strongly when it is least needed and hardly at all in a

period of stagnation when it would be most helpfult There is

another reason why faulty investment becomes less important

as a counteracting force, namely, the growth of monopolistic

combines which are in a position to estimate and even perhaps

influence the demand for their products where the older indi-

vidualistic promoter or entrepreneur was operating largely in the

dark. The greater reluctance of capital to take risks today, which

is often commented upon, is piobably due in no small part to a

more realistic appraisal o? whut the risks really are. It is one

of the many contradictions of capitalism that better knowledge

may impair its functioning.

One should not, of course, overestimate the quantitative im-

portance of faulty investment at any stage of capitalist develop-

ment. Yet, for the reasons suggested, it may at one time have

exercised a not inappreciable effect in CQjanteracting the tend-

ency to underconsumption, although there is little to indicate

that it is of much importance today.

We now pass on to a consideration of those counteracting

forces which operate by raising the rate of growth of consump-

tion relative to the rate of growth of means of production.%
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3. Population Growth, The fully-developed Marxian under-

consumption theory enables us to understand a problem which

has so far eluded economists, namely, the relation of popula-

tion growth to the expansion of capitalist production. In this

context population growth should not be thought of in a narrow

demographic sense; what is significant is rather growth in the

size of the labor force at the disposal of capitalist industry,

whether this results from a natural increase in numbers or from

bringing within the orbit of capitalist production workers who
were previously outside it. As a first approximation, however, we
may consider a closed and completely capitalist system in which

expansion of the labor force takes place concurrently with

growth in the population at large.

If, in such a system, population growth is rapid, an equally

rapid growth of variable capital is possible without any upward

pressure on the wage level and hence w^ithout an adverse effect

on the rate of profit. Constant capital must increase too, and for

technological reasons it seems unlikely that its rate of growth

should lag behind the growth of variable capital. But under the

supposed circumstances there is little if any pressure continually

to economize labor powder bj substituting constant for variable

capital. Earlier theorists have generally overlooked the relevance

of this set of relations to the underconsumption problem. The
point especially to be noted is that the growth of variable capital

constitutes an outlet for accumulation and at the same time sig-

nifies a growth in consumption.* Thus in the case under con-

sideration a high rate of accumulation is compatible w^ith a rapid

growth in consumption on the one hand and no decline in the

rate of profit on the other. Moreover, the dsfnger of under-

consumption is removed since there is no tendency for the rate

of growth of constant capital (means of production) to outstrip

the rate of growth of consumption. We already know that it is

this tendency which lies at the root of underconsumption diffi-

culties.

Let us now consider a system in which the growth of popu-

lation is slow. If accumulation were still to take the form of
%

proportional increments to constant and variable capital, this

^Cf. the exposition in Appendix A below.
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could continue only if part of the additional variable capital

went into increasing the wages of workers already employed

Since this would depress the rate of profit, capitali^s would
attempt to economize labor power by directing an ever larger

proportion of their accumulation into expanding constant capital

at the expense oJ variable In this way unemployment would be

created and the rate of profit might be maintained, but the

growth of means of production uould be accelerated and the

grow th of consumption retarded the dilemma of underconsump-

tion would be thus presented in full force

This line of reasoning was indKated by Marx himself in an

incisive comment on the classics advice to workers to limit their

numbers relative to the accumulation of capita) ‘Such a limita-

tion of the increa'kC in the working population,’ he wrote,

‘through diminishing the supply ot labor and hence through

raising its price, would onlv accelerate the use of machinery and

the»transformation of circulating into fixed capital and in this

fashion would create an artificial suiplus population, a surplus

which as a rule is nor called forth bv a lack of means of sub-

sistence, but by a lack of demand for labor
’ • Votn this

it is but a short step to the conclusion that any slow mg dow n in

the rate of population growth not only has the paradoxical effect

of creating unemployment but also strengthens the tendency to

underconsumption

From the foregoing toe following general principle may be

deduced the share of accumulation which can go into variable

capital without depressing the ra e of profit depends in large

part on the rate of population growth, the more rapid the

growth of population, the larger the share going to variable

capital, hence th*e more rapid the increase in consumption, hence

also the smallei the danger of underconsumption This means

that the strength ot the tendency to underconsumption stands

in inverse relation to the rapidity of population growth, being

weak in periods of rapid growth and becoming stronger as the

rate of growth declines We may, therefore, for the sake of con-

• Theonen ubet den Mehrwrt ii/2, p 373 This passage occurs in the

course of aivanalysiv of the views of Barton and Ricardo as the termi-

nology' indicates ( labor in*‘teid of labor pou cr/ circulating* and fixed’

capital instead of ’variable and constant cipital) ^
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venience, speak of the law of inverse relation between population

growth and the tendency to underconsumption.

If we Irop the assumption of a closed and completely capi-

talist system, the scope of this law is extended. From the stand-

point of capitalist production, new population includes not only

natural increase in numbers but also the absorption of groups

which for the first time become available for employment as

wage workers. Particularly in its earlier phases, capitalism ex-

pands largely on the basis of a labor force recruited through

more or less violent destruction of more primitive economic re-

lations. In this stage of development, the ‘population problem’

is primarily a question of the obstacles which have to be over-

come in making wage workers out of peasants and independent

handicraftsmen. Later on, this same process persists in the form

of an extension of capitalism to embrace so-called backw'ard

peoples in all parts of the w'orld.

Looking back o</er the last four centuries, we must recognize

that the population factor has been extremely favorable to rapid

and uninhibited expansion of capy-alism. Large reserves oT man-

power f#r impressment into the service of capital have never

been lacking, while since roughly the middle of the eighteenth

century the natural growth of numbers within the major capi-

talist nations has gone forward at an unprecedented rate. The
conclusion is clearly indicated that population growth, taken

in its broader sense, has been a most important factor in counter-

acting the tendency to underconsumption which is always striv-

ing to retard and arrest the expansion of capitalist production.

If population has been important in the past, it will be no

less so in the future. It is in this connection that the well-known

dovmward trend in the rare of population growth, w^hich is

characteristic of all highly developed capitalist countries, ac-

quires special significance. This trend, stemming immediately

from a declining birth rate, is in no sense accidental. The impor-

tant contributing factors, such as urbanization, a rising standard

of living,* insecurity of livelihood, and diffusion of knowledge

* In the earlier stages of development, rising living standards and in-

creased knowledge operated chiefly to depress the death rkte and hence
to accelerate the growth of population. This was easily the most important
f^^tor in the great increase of the late eighteenth and nineteenth centuries.
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among the masses, to mention only the most obvious, appear to

be unavoidable products of capitalist development. Furthermore,

attempts on the part of various countries to reverse dpe trend of

the birth rate have not, at least as yet, met vnth striking success

A full discussic^n of this problem would carry us too far afield,

but even without detailed analysis it seems safe to assume that

no drastic reversal of present popuhtion trends is piobable in the

visible future. It follows that, from the standpoint of capitalist

expansion, the situation appears to be growing increasingly un-

favorable* So far as natural growth in numbeis is concerned,

rheretcjrc, resistance to under consumption is sreadilv diminish-

ing, and on this count the drift of capitalism towards a state of

chronic depression seems difficult to controvert

With respect to the other aspect of the population j.*oblcm,

naniclv, the incorporation of new groups into the capitalist sys-

tem, the oiitlook is less clear Intcrnallv, the aajor countries

h#»e prettv' well exhausted their reserves of*non-capitalist labor

power, but there are stiH very large aggregate^* of population,

particularly in Asia, Aliita, tind l.atin America, which have so

far remained outside the oilnt of capitalist relationsii Here we
meet exactly the same problem as we met before m the discus-

sion of new' industries Once again the solution for capitalism

would seem to he m an expansion into the non-capitalist, indus-

trially backward region > of the woild Here we can onh note

Later on, however rising Iivint^ siindauK, in conjunction w'th other

factors, some of whicli aic mentioned in the test, became an equally

important fictor in depressing the bi h rate Ihc ipparcnt pnidox that

rising living standards could ft ore nmc accekratc and at another time

retard the grovitli of pouulitioii is thus cisiiy ivphintd

In order to ivyid confusion, ir should be pointed out that 1 rise ir iht

standard of living dots not mccssarilv iniph an increise in comumption
as consumption is defined tor purposes of tluoi ncal ainl\sis Consumption,

like accumulation and its component pirrs, hj< to bt. mcisurtd in value

terms Given an incieasc in labor productiv it\ ,
** is clcir thit the quantity

of goods consumed can ri-»e while toPMjmpiion in terms remains

constant nr even declines

•from other standpoints, eg the optimum popuhtion in a planned

socialist society, the decline in the rate of population growth might well

be a good thing, and, indeed, it is obvious that an indefinite continuation

of the rare of growth exhilited b\ western countries in the nineteenth

century niuSt from any standpoint sooner or later b attended with dis-

astrous consequences Thvse considerations, however, do not affect the

conclusion reached in the text. %
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that the same obstacles stand in the wav.* To what extent they

may be overcome, and with what consequences, we shall con-

sider in Paft IV.

Let us now summarize what has been said about the role of

the population factor m capitalist expansion. The^Marxian analy*

sis of the accumulation process leads—particularly because of its

emphasis on the distinction between variable and constant capi-

tal, which IS so often ignored or slurred ever by non-Marxian

theory—to the law of inverse relation between population

growth and the tendency to underconsumption. On the basis

of this law, we can sec that both from the point of view of the

availability of new strata and new regions on the one hand and

from the point of view of natural increase in numbers on the

other, the conditions for capitalist expansion have been extremely

favorable in the past. For the same reason the decline in the

rate of population growth which commenced relatively recently

in the more advanced countries is certain to have serious cort-i’e-

quences in the future, and, these serious consequences \Mn not

easily be offset by more rapid at^orpnon of still undeveloped

countries.^So far as the population factor is concerned, the out-

look for capitalist expansion is definitely unfavorable.

I'hree forces which counteract the tendency to undercon-

sumption have now been discussed, namely, new industries,

faulty investment, and population growth. I’he first and third

have obviously been of enormous importance in determining the

actual course of capitalist development; all three still operate but

with diminishing strength. This strong support for the

Kautskyan thesis that capitalist expansion inevitably leads to a

strengthening of the tendency to underconsumption until it

finally bogs down in a state of chronic depression. Bur before

we commit ourselves to this view' we must examine the two re-

maining counteracting forces, for in both cases it will be shown
that they have become more, and not less, powerful in recent

times.

4. Unproductive Consumption. The basic structure of capi-

talist society presupposes only two classes: capitalists and work-

ers. Since all others are in principle dispensable, we have so far

fSce above, pp. 219 f.
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abbtracred from them in our analysis of value and accumulation.

In considering the magnitude and direction of total consumption
this procedure is no longer Justified. As consumer^there are

many ‘third classes of persons’ alongside the caf^alists and
workers who ‘ryust either receive money for their services from
these two classes, or, to the extent that they receive it without

any equivalent services, they are joint owners of the surplus

value in the form of rent, interest, etc.’ ® Marx here mentions

two kinds of so-called ‘third persons’ which have traditionally

been typified, on the one hand by menial servants, and on the

other hand by the landed aristocracy and the church. Each re-

ceives and consumes parr of the surplus value which wc have

hitherto assumed to be exhausted by the consumption and the

accumulation of the capitalists themselves. Since these third per-

sons do nor play a direct role in the process of producing surplus

va^e, they may be called unproductive consigners and their con-

sumption unproductive consumption. This is the original, though

generally misunderstood, sense in which Adam Smith applied the

term ‘unproductive' to that class of laborers which, though its

services are highly useful and perhaps even indispensable, yet

yields no profit to capitalist employers.* The category of un-

productive consumers is broader than that of unproductive

laborers in that it includes those who, iike landlords, consume

without performing laboi of anv sort. Moreover, it seems wise

to extend the category still further to take in the consumption

of those engaged in unproducth e commercial activity^! even
•

• The fact that productive laborers (in the sense of those who arc

employed by capitalists with a view to selling their products at a profit)

usually produce f material commodity led Adam Smith to identify ‘pro-

ductivity' w'ith the production of material commodities. Modern writers

have certainly been correct in criticizing Smith for this definition of pro-

ductivity, but they have generally overlooked that their criticisms do not

touch his real position. Under capitalism, productivity is a matter of pro-

ducing surplus \alue. This Adam Smith, in spire of his logical error, knew
very well, while modern economists, w ith their ifsual neglect of the spe-

cific characteristics of capitalism, have actually gone backwards from

Smith by substituting a definition in terms of use value. This definition

sen'es to obscure rather than illuminate the functioning of capitalism.

t As will explained in greater detail below (pp. ,178-80), commercial

activity is unproductive becaW it does not create surplus value but rather

absorbs it from the other sectors of the economv.

i6
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though formally they may be indistinguishable from the produc-

tive consumers (i.e. capitalists and workers) in industry, agricul-

ture, andV transport. The commercial group, while naturally

never altogether absent in a capitalist system, acquires peculiar

importance when the grow^th of monopoly obliges capitalists to

place ever more emphasis on selling at the expense of production.

P'or this reason, analysis of the so-called ‘new middle class,’

which includes many salesmen and others engaged in distribution

as well as third persons of the more familiar type (e.g. profes-

sionals), IS best undertaken only after we have considered the

monopoly problem in Part t\.

Ihe problem ot unproductive consumption has long been

recognized as import inr bv rh(>sc economists w'ho have regarded

the magnitude of total consumption as one of the factors deter-

mining tlic behavior of the capitalist system. Malthus, among rhe

classical economists, was parttculaily conscious of the dangers

of underconsumption, and he built upon this basis a defensc*\jf

the economic role of tlu anstoc'racy and rhe clergy who, by

their corisumjinon, aid in prevcntirtg the g<*ncral glut which, ac-

cording tfi Malthus, would C/tfierwisc be inevitable. To Marx
also Jt appeared that unpioductivc consumption helps to furnish

rhe final objective without which continued expansion of pro-

duction w^ould be iirpossilile Aftei pointing out that workers

and capitalists aie both ‘producers for others,’ the former because

of their proletarian status, the latter because of their passion for

accumulanon, Marx pM»ceeds as foll«)Ws-

Over against this ovcrpioduc'tion otf the one side must stand

overconsumption on rhe other, consumption for the sake of con-

sumption contrasted to production for the sakemf production.

What the individual capitalist must hand over tu the landlord,

the state, the creditors of the state, the church, etc., all of vv horn

n erely consume rev^enue, reduces his w ealth absolutely but

maintains his desire to get rich in a healthy state and thus sup-

ports his capitalist sovl. If the landlords, money capitalists, etc.,

were to consume their revenue in productive instead of unpro-

ductive labor [i.e. if they were to accumulate instead of con-

sume their incomes], the purpose would be entirely lacking.

They would become themselves industrial capitalists, instead of

representing the function of consumption as such . .
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Marx did not elaborate this theme any more than he elabo-

rated the theory of crises bas^d on underconsumption, and

doubtless for the same reasons. Nevertheless, it canyhardly be

doubted that in taking account of unproductive coil^mption as

one of the factors conditioning the expansibility of capitalism,

wc are dt)ing no more than (‘ariytng on a line of reasoning the

importance and relevance of which were perfectly clear to him.

Not all unproductive consumption constitutes a net addition

to the consumpritm of workers and capitalists. Both classes regu-

lar!) elect to spend a part of their incomes for the services of

<loctors, teachers, servants, et cetera, instead of for consumable

commodities. For most purposes it is convenient to regard the

consumption of third persons of this n po as an integral part of

the comumption of capitalisTs and workers fhemstives. Fhe num-
ber of people sharing in the social output of consumable goods,

or in other words the total volume of cniploymeT\i-, is certain to

influenced bv the volume of unprodiicAve consumption r/

this kind, but the iffect on tlu total demand for consuinabln

goods IS not likely to be langc, nor is it probable that the rate

of accumulation will be uMtcriallv affected.* Flic tcial vTilumc

of employment naturally exenusts ;in indirect influence on the

reproduction process, but it is noi oar ptesent purpe/se to in-

vestigate such indirect erTc<'t*». B\ and large fviir (inclusion must

be that the unproductive consumption of il^osc who pnnide

personal services can have lirile significance for the problem (»f

underconsuniptK'n.

Such is not the c'asc with oi er categories of unproductive

consumption, however. In the 1 ngland c'f the clas'-ical econo-

mists, for cxaijiple, vast quantities <»f surplus value in the form

of rent flowed into the pockets <»f a landed anstocTacy which

formed a separate and distinct social class Because of their still

strong feudal traditions and habits, the landc'd nobiiit)" and

gentry did not shaxc the capita'^'^t'’ passion for acTumiilatiun;

rather thev poured out their incomes, and*not infrequently more

• It was clearly this case which Ricardo had in mind when he expressed

the much misunderstood opinion that, ‘As the laborers . . . are interested

in the demand for labor, they must naturally desire that as nmeh cjf the

revenue as possible shoul^l be diverted from expenditure on luxuries, to

be expended in the support of menial servants,* Principles^ pp. 3H4-i
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than their incomes, in supporting a scale of living which the

industrial capitalist regarded as improvident and wasteful. Here

w'as a form of unproductive consumption which evidently con-

stituted a o^ain on the quantity of surplus value available for

accumulation. Under these conditions, any change in the pro-

portionate division of surplus value between profits and rent

(e.g. as a result of the repeal of the Corn Laws) should have a

decided effect upon both the total volume of consumption and

the rate of accumulation. It must be said, however, that condi-

tions in this connection have changed greatly in the last hundred

years, so that today in the advanced capitalist nations it is hardly

justifiable to speak any longer of a separate class of landlords

whose consumption and accumulation habits differ markedly

from those of the capitalists. Ownership of land and capital is

now often vested in the same persons or groups of persons, per-

haps through the agency of a business corporation; so far as the

division of surplus wlue between consumption and accumulation

is concerned, the distinction between rent and profit seems no

longer to be an important factor. ^The arisrocraev has beCome

thoroughly capitalist; at the same time, however, the capitalists,

thanks to their greater w ealth and more important social posi-

tion, have become more aristctcratic and are obliged to display

their wealth somewhat more lavishly than was necessar\ for the

‘middle class’ of the nineteenth century. Thus, w'hile today the

abstraction which assigns all surplus value to one homogeneous

class of capitalists is more justified by real conditions than ever

before, it may still be true that the historical development lead-

ing to this result has contained opposing tendencies w hich have

largely neutralized one another w ith respect to the general pat-

tern of consumption and accumulation.

While in principle the case of the earlier landed aristocracy

shows most clearly the w ay in w^hich unproductive consumption

can affect the general level of consumption and hence operate

to counteract the tendency to underconsumption, in our own
time the consumptioS of those engaged in unproductive com-

mercial pursuits is of far greater practical significance. This

problem, as has already been suggested, is closely connected w ith

the grow'th of monopoly and the rise of a so-called ‘ntw middle

class,’ and for this reason analysis of its more complex aspects
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must be postponed until we reach these subjects in Part iv. For
the present, we shall be content to state, without prooL (1) that

a considerable fraction of unproductive consumpsi^ of this

kind constitutes, like that of the landed aristocracy, an addition

to total consumption and a deduction from surplus value other-

wise available for accumulation; (2) that unproductive con-

sumption of this kind has been steadily growing in importance

for at least the last half-century and gives every indication of

continuing to grow in the future, and (3) that, from the point

of view of offsetting the tendency to underconsumption, this

seems to be easily the most significant trend in the field of un-

productive consumption.

Our conclusion w^ith respect to unproductive consumption is

that its growth, particularly due to expansion of the distributive

system, operates as a check on the tendency to underconsump-

tion. Here, then, we have a factor w hich, ^from" an economic

standpoint, weakens the presumption m favor of Kautsky's

theory of an approaching period of chronic depression.

5. State Expenditures, The* classical economists, followed by

Marx, treated state expenditures as a category of un{ft*oductive

consumption. This was predicated upon tw o unspoken assump-

tions, namely that the state does not engage in productive ac-

tivit)% that is to say, la^ out rnonc)’ in the expectation of getting

it back from the sale of commodities; and that transfer expendi-

tures (chiefly interest on the public debt) go into the hands

of unproductive consumers. Given these assumptions, there is

no question that state cj^pendiiurcs directly, and indirectly

through the consumption of state employees and bondholders,

operate to withdraw values from the reproduction process defini-

tively, and this is the function of consumption w^hich gives it a

special and vital importance in the operation of the economy.

Even in the nineteenth century these assumptions were no more

than rough approximations to the real situation,! but they can-

not have been so w'ide of the mark as to make the direct identi-

fication of state expenditures with unproductive consumption

seriously misleading. The enormous expansion in the volume and

• Sec below. Chapter xv. Section 4.

t in particular it is probable that a not inconsiderable part of the int^est

on the public debt was regularly accumulated by its recipients.
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variety of state expenditures which has been such a marked char-

acteristic of the twentieth century, however, makes it desirable

to separaX; state expenditures from unproductive consumption

and to analyse them somewhat more carefully than formerly

seemed necessary.

From the standpoint of the reproduction process, there are

three fundamental categories of state expenditures: State Capital

Outlays, State Transfers, and State Consumption, Let us con-

sider each in turn.

State Capital Outlays include all outlays on labor and mate-

rials which are undertaken with a view to the production of

goods or services for sale. Here the criterion of consumption,

namely the witndrawal of values from the reproduction process,

is not satisfied, and since state enterprises of this nature usually

aim to make enough surplus value to cover the going rate of

interest on government obligations, it seems proper to classify

these outlays as capital and the state to this extent as a capitalRt.*

Expenditures for public works evidently tall within the ca^pgory

of state capital outlays only m so ^ar as they arc of the so-called

self-liquidating type. Partially self-liquidating public works

should be divided between state capital outlays and state con-

sumption. An increase in state capital outlays, which may be

called state accumulation, is, from the standpoint of the repro-

duction process, similar to any other form of accumulation. If

state accumulation merely takes the place of ’ private accumula-

tion, the effect on the tendency to underconsumption is non-

existent or at most negligible; whil% if state accumulation pro-

ceeds at the expense of private or state consumption, the tend-

ency to underconsumption is aggravated. Since tthe former case

seems the more likely, it is probably safe to assume that state

accumulation is not a very important influence on the tendency

to underconsumption.

‘State Transfers’ is a convenient term to apply to that large

group of payments from the public treasury which have no con-

nection with the sale of commodities or the rendering of services

• There are, of course, differences between the state as capitalist and the

private capitalist, chief of which is probably a weaker psyc^iological and
so^l incentive to maximusn profit making and accumulation on the part

of the state.
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to the State; interest on the public debt, social-security and relief

payments, subsidies, et cetera. Whether these transfers involve

a net shift from accumulation to consumption is^ question

which can never be answered accurately since there is no method
of isolating the; sources of state revenue 'which are to be associ-

ated with the transfer payments. Nevertheless certain qualitative

judgments are possible. Throughout the nineteenth century, the

tax structure in all capitalist countries was highly regressive in

its incidence, while transfer paymentb largely found their way
into the hands of the wealthier sections f)f the population. Under
these circumstances, tlicre is little doubt that the state, through

the mechanism of transfer payments, was acting as an engine

of accumulation, siphoning purchasing power out of the pockets

of consumers into the pockets of accurnulanirs. In recent dec-

ades, how'ever, the increasing use of corporation, income, and

estate taxes and the growing volume of social-security payments

hj^'c combined to shift-thc balance. 'I'hat thc*rransfcr mechanism

as a whole produces a net balance m favor of consumption is un-

likely, but at anv rate it is cl»ar that it constitutes less of a drag

on consumption than was formerly the case. We are^thcrefore

justified in saying that transfer payments have been evolving in

a direction to offset the tendency to underconsumption.

Finallv, the most important category of expenditures covers

what we have called State Consumption, namely, the ordinary

legislative, judicial, and executive activities of the state; public

works of a non-self-liquidating character; and militar)'' establish-

ments. Since expenditures undertaken for these purposes involve

a definitive withdrawal of values f^om the reprotUiction process,

they perform the same function as the individual consumption

outlays of capitalists and w^orkers. Let us assume that it is possi-

ble in a rough way to identify the revenues which are associated

with expenditures for state consumption. If these revenues mean

merely that the incomes of productive or unproductive consum-

ers arc diminished by an equal amount, tlyjn obviously no net

increase in consumption is produced. I'o the extent, however,

that revenues come out of surplus value which would otherwise

have been accumulated, there is a clear gain for consumption. (It

should be remembered that, unlike state transfers, state consump-

tion cannot result in a decrease in total consumption.) The
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growing absolute and relative importance of state consumption,

and the greater reliance placed by capitalist states on taxes which

fall at leai^ in part on surplus value both point to the conclusion

that state consumption has been to an increasing degree respon-

sible for a growth in total consumption. Since the same conclu-

sion emerged from our discussion of transfer payments, we may
classify state expenditures as an increasingly significant counter-

acting force to the tendency to underconsumption.

4. Must Underconsumption Triumph^

It appears that of the five counteracting forces which ha/e

been discussed, three (new industries, faulty investment, and

population growth) have been weakening, and two (unproduc-

tive consumption and state expenditures) have been growing

stronger. The balance, however, is less even than the rhree-to-

two ratio might suggest. New industries and population groxVth

have pretty clearly dominated the expansion of capitalism

throughout the greater part of its^history. Their decline m rela-

tive importance certainly tends to overshadow all the other

factors singly or in combination. On the whole, there seems to

be little doubt that the resistance to underconsumption is on

the decline in the chief centers of world capitalism. This is no

accident which happens to be true today, but which may be

reversed tomorrow; the transitional character of industrializa-

tion and population growth on the nineteenth-century scale is

indeed obvious to everyone. Kautskv s theory of the inevitable

drift of capitalism into a period of chronic depression due to

underconsumption w'ould seem to be vindicated. But there is

still another factor which has to be taken into account.

So far w-e have assumed that state expenditures are financed

entirely by taxation. Borrowing from individuals introduces no

new question of principle. But there is another possibility,

namely, that the stJttc spends money which is not taken from

anyone’s income but which is created cither directly or by

borrowing from banks. If all productive resources are fully

utilized this method of financing state expenditures leads, via

the mechanism of price inflation, to a subtraction from indi-

vidual incomes. In this case the effect on total consumption is
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unlikely, to be great, the increase in state consumption being as

a rule largely offset by a reduction in individual consumption.
But if the economy is depressed and resources arj not fully

utilized the additional state consumption financed bv creation of

purchasing power will have favorable secondary effects on
private accumulation and consumption. Hence by instituting and
continuing a sufficient rate of state consumption out of newly
created purchasing power, it would seem that the state is in a

position to bring the economy to a level of full employment and

hold It there. Moreover it follows from the earlier discussion

that once a condition of full employment has been attained the

state can, through altering the pattern and volume of taxation

and expenditure, influence total consumption and total accumu-

lation in any desired direction.

These possibilities pose a new' question. Previously, w'c had

the problem of discovering the effects on the economy of ccr-

taffi state policies which were presumably adopted for reasons

other than that they might have the effects in question. For

example, more extensive socftii services and more progressive

taxation w ere not instituted to counteract the tendency to under-

consumption, though they have that effect. Now% howev'er, we
have to consider the possibility and implications of state policie.s

which may be specificallv designed to produce a certain effect

on the functioning of the econonn , namely, to offset the tend-

ency to underconsumption. Modern economists quite generally

advocate this course of action, and it is even common to inter-

pret much of what capitalist govc‘nments have done in the last

ten years in this light. But if it is possible f<»r capitalist govern-

ments deliberat^v to counteract the tendency to underconsump-

tion when the other counteracting forces grow too weak to

prevent a state of chronic depression, then w'e may ask w’hat is

left of Kautsky’s theory. The tendency to underconsumption,

instead of translating itself into cr.»*» nic depression at a certain

stage of development, becomes merely a tendency to chronic

depression which may be counteracted by a new' force, the de-

liberate action of the state. Perhaps it can be said that this is

more an esstension than a repudiation of Kautsky. However that

may be, it is clear that if the extension is accepted Kautsk\'’s

own deductions from his theory must be discarded, or at any
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rate regarded as unproved. If the drift to economic stagnation

can be successfully countered, then why must we assume that

unemplo^ent, insecurity, sharper class and international con-

flicts are in prospect for capitalism? Why not, on the contrary,

a ‘managed’ capitalist society, maintaining economic prosperity

through government action and perhaps even gradually evolving

into a full-fledged socialist order? When Kautsky himself, in

later life, rejected the theory of chronic depression,* it was to

just such a revisionist perspective that he turned. Was he, per-

haps, justified?

It would be futile to attempt to answer these questions on the

level of abstraction to which our analysis has so far been con-

fined. The state cannot simply be dragged in as a deus ex

imchwa to solve the demonstrated contradictions of the accumu-

lation process. Its position and function in capitalist society must

be examined to see what can and what cannot be expected of

it. Moreover, the model capitalism of the foregoing analysis lafcks

many features which are of the greatest importance
jp

the

modern world. The assumption of a closed competitive system

is a usefrJ, even a necessary, theoretical device, but it must not

be confused with the real world. To do so is to commit, in a

particularly egregious form, the ‘fallacy of misplaced concrete-

ness.’ The diagnosis and prognosis of the case of capitalism re-

quires, in addition to a dissection of the accumulation process, a

careful study of the state, monopoly, and world economy.

It goes without saying that such a careful study is impossi-

ble within the confines of one relatively brief volume. But we
may be able to direct attention to some of the most important

factors at work, and in this way to lay the basis for a better

understanding both of what has been happening in recent years

and of what the future holds in store.

See above, pp. 207 f.
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THE STATE

1. The State ix Economic Theory

Probably few would deny that the state plays a vital role in the

economic process. There are still many, however, who would
argue that the state can and should be kept out of economic
theorizing.

From one point of view, this is not difficult to understand. So

long as economics is regarded as a science of the relations be-

tween man and nature in the manner of the modern school, the

state requires consideration only at the le\el of application and

not as a part of the subject matter of the science. There is no

state on Robinson Crusoe's island, yet economics is as ‘relevant

to Robinson as it is to twentieth-century America. From this

standpoint the state cannot logically be a concern of theoretical

economics; it must be regarded as one of the factors which shape

and limit the application of economic principles to any given

set of actual conditions.*

All this is changed when we take the position that economics

is the science of the social^ relatkr\ships of production under

historical!V determined conditions. Failure to include che state

in the subject natter of economics then becomes an arbitrary

and unjustifiable omission. In view of this, and after what has

been said about Marx’s fundamental approach to economics in

earlier chapters, no further explanation seenia required to justify

the inclusion of a chapter on the .tate in our examination of

Marxian economics. A word of caution is, •however, necessary

before wc proceed.

As in the case of crises, Marx never worked out a systematic

and formally complete theory of the state. That he originally

• See the Introduction abo«re, pp. 3-8.
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intended to do so is clear. For example, he opens the Preface

to the Critique of Political Economy with the following words:

I consider^ the system of bourgeois economy in the following

order: Capital, landed property, wage labor; state, foreign trade,

world market . . . The first part of the first book, treating of

capital, consists of the following chapters: 1. Commodity; 2.

Money, or simple Circulation; 3. Capita! in general. The first

two chapters form the contents of the piesent work . . . Sys-

tematic elaboration on the plan outlined above will depend upon
circumstances.^

The plan underwent substantial alterations in the course of time,

as an examination of the three volumes of Capital makes clear,

but the state always remained in the background and never re-

ceived the ‘systematic elaboration’ which Marx evidently had

hoped to accord it. It follows that a neat summary of his views

is out of the question. Instead wc shall try to present a summary

theoretical treatment of the state which is consistent with Marx’s

numerous and scattered remarks on the suliject and which at the

same time provides the necessary supplement to the main body

of theoretical principles dealing with the development of the

capitalist system.*

2. The Primary Funciion of the State

There is a tendency on the part of modern liberal theorists

to interpret the state as an institution established in the interests

of society as a whole for the purpose of mediating and recon-

ciling the antagonisms to which social existence inevitably gives

rise. This is a theory which avoids the pitfalls 'of political meta-

physics and which serves to integrate in a tolerably satisfactory

fashion a considerable body of observed fact. It contains, how-

• Among the most important Marxist writings on the state the following

may be mentioned: Engels, The Origin of the Family^ Private Property

ana the State

^

particularly Ch. ix; Lenin, The State and Revolution; Rosa
Luxemburg, ‘Sozialreform oder Revolution?* Gesammelte Werke, Vol. m.
An English translation of the latter work is available {Reform or Revo-
lution?, Three Arrows Press, N. Y., 1937), but it is unfortunately not a

very satisfactory one. A reasonably adequate survey of a 'large body of

Marxist literature on th^ state is contained in S. H. M. &ang, The
Marxian Theory of the State (1931).
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ever, one. basic shortcoming, the recognition of which leads to

a theory essentially Marxian in its orientation. A critique of

what may be called the class-mediation conception of tne state

is, therefore, perhaps the best way of introducing the Marxian

theory.

The class-mcaiauon theory assumes, usually implicitly, that

the underlying class structure, or w hat comes to the same thing,

the system of property relations is an immutable datum, in this

respect like the order of nature itself. It then proceeds to ask

what arrangements the various classes will make to get along

with each other, and finds that an institution for mediating their

conflicting interests is the logical and necessarj'^ answer. To this

institution powers for maintaining order and settling quarrels

are granted. In the real w’orld what is called the state is identified

as the counterpart of this theoretical construction.

The weakness of this theory is not difficult to discover. It lies

in tfie assumption of an immutable and, so to* speak, self-main-

taining class structure of socien^^. The superficiality of this as-

sumption is indicated by the most cursory study of history.*

The fact is that many forms of property relations wi«h their

concomitant class structures have come and gone in the past, and

there is no reason to assume that they will not continue to do

so in the future. The class structure of society is no part of the

natural order of things; it is the product of past social develop-

ment, and it will change in the course of future social develop-

ment.

Once this is recognized it Ijecomc clear that the liberal theory

goes wrong in the manner in whicii it initially poses tlie prob-

lem. We cannot ^sk: Given a certain class structure, how will

the various classes, with their divergent and often conflicting

interests, manage to get along together? "VVe must ask: How did

a particular class structure come into being and by what means

is its continued existence guaranteed As soon as an attempt is

made to answer this question, it appears that the state has a

function in society which is prior to and more fundamental than

* Many theorists recognize this up to a point, but they believe that

what was true of past socieues is not true of modem society. In other

words, capitalism is regarde
'

as the final end-product of social evolution.

See the discussion of this point in Chapter i above.
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am which present-day liberals attribute to it. Let us examine this

more closely.

A given set of property relations serves to define and demar-

cate the eVass structure of society. From any set of property re-

lations one class or classes (the owners) reap material advan-

tages; other classes (the owned and the non-owners) sufler ma-

terial disadvantages. A special institution capable and willing to

use force to whatever degree is required is an essential to the

maintenance of such a set of propertv relations. Investigation

shows that the state possesses this characteristic to the fullest de-

gree, and that no other institution is or can be allowed to com-

pete with it in this respect. This is usually expressed by siying

that the state, and the state alone, exercises sovereignty over all

those subject to its jurisdiction. It is, therefore, not difficulty to

identify the state as the guarantor of a given set of property

relations

If now we aslv, where the state comes from, the answer is

that it is the product of a long and arduous struggle in which

the class which occupies w’hat 15 for the time the key positions

in the process of production gets the upper hand over its rivals

and fashions a state w'hich wiW enforce that set of property rela-

tions which is in its own interest. In other words any particular

state is the child of the class or classes in society which benefit

from the particular set of properrv^ relations which it is the

state’s obligation to enforce. A moment’s reflection will carry

tne conviction that it could hardly be otherwise. As soon as we
have dropped the historically untenable assumption that rhe class

structure of society is in some waj^ natural or self-enforcing, it

is clear that any other outcome would lack the prerequisites of

stabilit\\ If the disadvantaged classes were in possession of state

power, they would attempt to use it to establish a social order

more favorable to their own interests, while a sharing of state

pow’cr among the various classes would merely shift the locale

of conflict to the state itself.

That such conflicts within the state, corresponding to funda-

mental class struggles outside, have taken place in certain transi-

tional historical periods is not denied.* During those long pe-
1

• For an example, see the discussion of ‘The Conditions of Fascism,*

pp. 329-32, below.
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riodSy however, when a certain social order enjoys a relatively

continuous and stable existence, the state power must-be mo-
nopolized by the class or classes which arc the chief beneficiaries.

As against the class-mediation theory of the state, we have
here the underlying idea of what has been called the class-

domination theory. The former takes the existence of a certain

class structure for granted and sees in the state an institution

for reconciling the conflicting interests of the various classes;

the latter, on the other hand, recognizes that classes arc the

product of historical development and secs in the state an instru-

ment in the hands of the ruling classes for enforcing and guar-

anteeing the stability of the class structure itself.

It is important to realize that, so far as capitalist society is

concerned, ‘class domination' and ‘the protection of private

projjcrty* are virtually s\ nonymous expressions. Hence when we
say with Engels that the highest purpose of the state is the pro-

teftion of private property,^ we aie aNo saying that the state

is an instrument of class domination. This is doubtless insuffi-

ciently realized by criiics of the Marxian theory ^^ho tend to see

in the notion of class domination something darker aiid more
sinister than ‘mere’ protection of private property. In other

words they tend to look upon class domination as something

reprehensible and the protection of private property as some-

thing meritorious. Consequently, it does not occur to them to

identify the two ideas. Frequently, no doubt, ihis is because they

have in mind not capitalist property, but rather private property

as it would be in a simple comme hty-producing society where

each producers owns and works \%.th his own means of produc-

tion. Under suc]i conditions there arc no classes at all and hence

is no class domination. Under capitalist relations, however, proj>-

erty has an altogether different significance, and its protection

is easily shown to be identical with the preservation of class

dominance. Capitalist private propM^v’' does not consist in things

—things exist independently of their ownejjship—but in a social

relation berw^cen people. Property confers upon its owners free-

dom from labor and the disposal over the labor of others, and

this is the essence of all social domination whatever form it may
assume. It follows that the protection of property is funda-

mcntallv the assurance of social domination to owners over non-

>7
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owners. And this, in turn, is precisely what is meant by class

domination, which it is the primary function of the state to

uphold.

The recognition that the defense of private property is the

first duty of the state is the decisive factor in determining the

attitude of genuine Marxist socialism towards the state. ‘The

theory of the Communists,’ Marx and Kfjgcls wrote in the Coin-

vnmist Manifesto, ‘can be summed up in the single sentence:

Abolition of private property.’ Since the state is first and fore-

most the protector of private property, it folU)vvs that the real-

ization of this end cannot be achieved without a head-on collision

between the forces of socialism and the state power.*

3- The State as an Economic Instri'ment

The fact that the first concern of the state is to protect the

continued existence and stability" of a given form of society tiocs

not mean that it perforins no other functions of economic im-

portance. On the contrary, the \tate has always been a very

significant factor in the functioning (‘f the ecoiuimy within the

framework of the system or property relations which it guaran-

tees. This principle is generally implicitly recognized by Marxist

writers whenever they analyse the operation of an actual cco-

* The treamient of the relation between the state and property has of

necessity been extremely sketchy. Tn order to avoid misunderstanding, the

following note should be added. The idea that the state is an ()rg.nu?ation

for the maintenance of private property hy no means an invention of

Marx and Engels. On the contrary, it constituted the cornerstone of the

whole previous development of political thought from the breakdown of

feudalism and the origins of the nu)dcrn stare. Bodii, Hobbes, Locke,
Rousseau, Adam Smith, Kant, and Hegel—to mention but a few outstand-

ing thinkers of the period before Marx—clearly recognized this central

function of the state. 7'hey believed private property to be the necessary

condition for the full development of human potentialities, the snic qua
non of genuine freedom. Marx and Engels added that freedom based on
private property is freedom for an exploiting class, and that freedom for

all presupposes the abolition of private property, that is 10 say the achie\c-

ment of a classless society. Ncverthclc,ss, Marx and Engels did not forget

that the realization of a classless society (abolition of private propeny) is

possible only on the basis of certain definite historical conditions; without
the enormous increase in the productivity of labor which cSpitalism had
brought about, a classless society would be no more than an empty
Ut<^pia.
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nomic system, but it has received little attention in discussions

of the theory of the state. The reason for this is noij^ difficult

to discover. Th6 theory of the state has usually been investigated

with the problem of transition from one form of society to

another in the fareground; in other words, what we have called

the primary function of the state has been the subject of analysis.

Lenin’s State and Revolution--x\\^ title clearly indicates the

center of interest—set a precedent which has been widely fol-

lowed.* Consequcnt)\', the theory of the state as an economic

instrument has been neglected, though evidently for our pur-

poses it is necessary to have some idea of the essentials of Marx’s

thinking on the subject.

Fortunately Marx, in his chapter on the length of the working

day,^ provides a compact and lucid analysis of^ the role of the

state in relation to one very important problem of capitalist econ-

omy. Ry examining this chapter in some derail we can deduce

the guiding principles of Marxist teaching on the role of the

start within the framework capitalist property relations

The rate of surplus value, one of the key variables jn Marx’s

system of theoretical economics, depends on three factors: the

productivity of labor, the length of the working day and pre-

vailing subsistence standards. It is therefore a matter of im-

portance to discover ths determinants of the length of the work*

ing day. This clearly not a question of economic law in any

narrow sense. As Alarx put it,

apart from extremelv clasttc bounds, the nature of exchange of

commodities itself imposes no limits to the working day, no limit

to surplus laboi* The capitalist maintain'- his rights as a purchaser

when he tries to make the w orking day as long as possible . . .

On the other hand ... the laborer maintains his right as a

seller when he w ishes to reduce :*v w orking day to one of defi-

nite normal duration. There is here, therefore, an antimony,

right against right, both equally bearing the seal of the law’ of

exchanges. Between equal rights force decides. Hence it is that

in the history of capitalist production, the determination of what
is a worljing day presents itself as the result of a struggle, a

* For example, Chang’s book, cited above, follows Lenin’s oudinc very
closely.
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Struggle between collective capital, j.e. the class of capitalists, and

collective labor, i.e, the working class.*

After describing certain forms, both pre-capitalist and capi-

talist, of exploitation involving the duration of the working day,

Marx examines ‘The Struggle for a Normal Working Day’ in

the historical development of English capitalism. The first phase

of this struggle resulted in ‘Compulsory Laws for the Extension

of the Working Day from the Middle of the 14th to the End
of the 17th Century.’* Employers, straining to create a trained

and disciplined proletariat out of the available pre-capitalist ma-

terial, were frequently obliged to resort to the state for assist-

ance. Laws extending the length of the working day were the

result. Fur a long time, however, the extension of the working

day was a very slow and gradual process. It was not until the

rapid growth of the factory system in the second half of the

eighteenth century, that there began that process of prolonging

hours of work which culminated in the notorious conditions of

the early nineteenth century;

After fjapital had taken centuries in extending the wwking
day to its normal maximum length, and then beyond this to the

limit of the natural day of 1 2 hours, there followed on the birth •

of machinism and modern industry in the last third of the 18th

century a violent encroachmeni like that of an avalanche in its

intensity and extent ... As soon as the working class, stunned

at first by the noise and turmoil of the new^ system of produc-

tion, recovered in some measure its senses its resistance began.*

The beginnings of v orking-class* resistance ushered in the

second phase of the development: ‘Compulsory Limitation by
Law of the Working Time, The English Factory Acts, 1833 to

1864.* ^ In a senes of sharp political struggles, the workers were

able to wring one concession after another from their opponents.

These concessions took the form of law's limiting hours of work
for ever wider categories of labor, until by 1860 the principle

of limitation of the w'orking day was so firmly established that

it could no longer be challenged. Thereafter progress pursued a

smoother course.

The limitation of the working day was not simply a question

of cfbncessions by the ruling class in the face of a revolutionary
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threat, though this was undoubtedly die main factor. At least

two other considerations of importance have to be taken into

account. Marx noted that,

Apart from the working class movement that daily grew more
threatening, the•limiting of factory labor was dictated by the

same necessity which spread guano over the English fields. The
same blind eagerness for plunder that in the one case exhaufted

the soil had, in the other, tom up by the roots the living forces

of the nation.*

Moreover, the question of factory legislation entered into die

final phase of the struggle for political mastery between the

landed aristocracy and the industrial capitalists:

However much the individual manufacturer might give the rein

to his old lust for gain, the spokesmen and political leaders of die

manufacturing class ordered a change in front and of speech

tCEvard the workpeople. They had entered upon the contest for

the repeal of the Com Laws and needed the workers to help

them to victory. They promised, therefore, not only a double-

sized loaf of bread, but the Vnactment of the Ten Hours Bill

in the Free Trade millennium . .
.*

And after repeal of the Corn Laws had gone through, the work-

ers ‘found allies in the Tories panting for revenge.’ *** Thus fac-

tory legislation derived a certain amount of support from both

sides to the great struggle over free trade.

Finally Marx concluded his treatment of the working day

with the following statement:

For ‘protection’ against ‘the serpent of their agonies’ the

laborers must put their heads together and, as a class, compel
the passing of a law, an all-poweriul social barrier that shall pre-

vent the very workers from selling, by voluntary contract with

capital, themselves and their families mto slavery and death. In

place of the pompous catalogue of the ‘inalienable rights of

man’ comes the modest Magna Charta of a legally limited work-
ing day, which shall make clear ‘when* the time which the

worker sells is ended, and when his own begins.’ Qtuntum
mutgtus Mb iUo!

What general cont lusions can be deduced from Marx’s discus-

sion cf the working day? The principle of most general bq^ing
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was Stated by Engels. Answering the charge that historical ma-

terialism neglects the political element in historical change,

Engels cited the chapter on the working day ‘where legislation,

which is sul'cly a political act, has such a trenchant effect’ and

concluded that ‘force (that is, state power) is ^Jso an economic

power’ and hence is by no means excluded from the causal

factors in historical change.*® Once this has been established, it

is necessary to aslc under what circumstances and in whose inter-

est the economic power of the state will be brought into action.

On both points the analv'^sis of the working day is instructive.

First, the state power is inv^oked to solve problems which are

posed by the economic development of the particular form of

society under consideration, in this case capitalism. In the earlier

period a shortage of labor power, in the later period over-

exploitation of the laboring population were the subjects of state

action. In each case the solution of the problem required state

intervention. Many familiar examples of a similar character

readily come to mind.

Second, w^e should naturally c.xptct that the state power under

capitalism would be used first and foremost in the interests of

the capitalist class since the*‘state is dedicated to the preserva-

tion of the structure of capitalism and must therefore be staffed

by those who fully accept the postulates and objectives of this

form of society. ITiis is uncjuestionably true, but it is not incon-

sistent to say that state action may run counter to the immediate

economic interests of some or even all of the capitalists provided

only that the overriding aim of prey^rving the system intact is

promoted. The legal limitation of the wwking day is a classic

example of state action of this sort. The intensity •of class antago-

nism engendered bv over-exploitation of the labor force was

such that it became imperative for the capitalist class to make
concessions even at the cost of immediate economic advantages.*

• This example makes clear the concession character of state action

favoring the working class, since it could not possibly be maintained that

the w’orkers had a share in state power in England at the time the main
factory acts were passed. In this connection it is sufficient to recall that

the Reform Act of 1832 contained high property qualifications for voting
and it was not until 1867 that the franchise was next extended. By this

time the most important 'ictoncs in the struggle for factory legislation

had ^Jready been won.
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For the s^ke of preserving domestic peace and trancpility, blunt-

ing the edge of* class antagonisms, and ultimatclv avoiding the

dangers of violent rcvT)Iution, the capitalist class is always pre-

pared to make concessions through the medium of Aate action,

it may, of coursf, happen that the occasion ff>r tlie concessions

is an actual materialization of the threat of revolution.* In this

case their purpose is to restore peace and order so that produc-

tion and accumulation can once again go forward uninter-

rupted! v.

I>et us summarize the principles underlying the use of the

state as an economic instrument within the framcwtirk of capi-

talism. In the first place, the state comes into action in the eco-

nomic sphere in order to solve problems which are pcjscd bv

the dcv'elopment of capitalism. In the second place, where the

interests of the capitalist class arc concerned, there is a strfing

predisposition to use the state power freelv^ And, finally, the

state may be used to make concessions to the working class pro-

vided that the consequences of not doing so are sufficiently

dangerous to the stability anS functioning of the system as a

wdiole.

It should be noted that none of these conclusions lends sup-

port to the revisionist view that socialism can be achieved

through a series of piec'cmeal refc)rms. On the contrary, they

grow out of and supplement the baMC principle that the state

exists in the first instance for the protection of capitalist prop-

erty relations. Reforms nia\ mod iv the functioning of capitalism

but never threaten its foundation. Rosa ]-u\cmburg stated the

true Marxian position succinctly in the ftdlowing words:

‘Social control' ... is concerned not with the limitation of

capitalist property, bur on the contrary \ ith its protection. Or,

speaking in economic terms, it does nor constitute an attack on

capitalist exploitation but rather a normalization and regulariza-

tion of this exploitation.^*’

Marx never said anything to contradict this, and to cite his

chapter on the working day, as revisionists frequently do, in

•For exjlUiplc, Marx v^marked that in Franre, ‘the February [18481

revolution was necessary tt> bring into the world the 12 hours’ law.* Capi-

tal I, p. 328.
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support of the gradualist standpoint is simply to betray a mis-

understanding of his entire theoretical system.

4. “Vhe Question of the Form of Government

Up to this point nothing has been said about the form of

government in capitalist society. Is it polsible that the principles

of state action which have been examined do not hold in a fully

democratic capitalist society? (By ‘fully democratic* we mean
no more than what exists today in most of the English-speaking

world: parliamentarism combined with universal suffrage and

organizational freedom in the political sphere.)

If Marxist theory answers this question in the negative, this

most not be interpreted to mean that the question of democracy

is regarded as of no importance, but only that democracy does

not alter the basic significance of the state in relation to the

economy. The existence of democracy is, of course, a matteifof

prime importance particularly to the working class. Onl^ under

a democratic form of government can the working class organ-

ize free^v and effectively for the achievement of its ends,

whether they happen to be socialist or merely reformist in char-

acter. It is for this reason that one of the first demands of the

labor movement in all non-democratic countries has always been

the establishment of democraac forms of government. More-

over, for the rulmg class democracy has always constituted a

potential threat to the stability of its position and has conse-

quently been granted grudgingly, ^^ith limitations, and usually

only under severe pressure. Marx stated the main issues very

forcibly in discussing the democratic French ^constitution of

1848:

The most comprehensive contradiction of this constitution

consisted in the following: the classes whose social slavery the

constitution is to perpetuate, proletariat, peasants, petty bour-
geois, it puts in possession of political power through universal

suffrage. And from the class whose old social power it sanctions,

the bourgeoisie, it withdraws the political guarantees of this

power. It forces its rule into democratic conditions,, which at

every moment help the hostile classes to victory and jeopardize
the very foundations of bourgeois society.'*
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Democracy brings the conflicts of capitalist society into die

open in the political sphere; it restricts the freedom of die capi-

talists to use the state in their own interests; it reinforces ^
working class in demanding concessions; finally, it ev€n increases

the possibility that the working class will present demands whidi
threaten the system itself and so must be rejected by the capi-

talists and their state functionaries regardless of the consequences.

As we shall see later on, these are all matters of the greatest

importance in determining the actual course of capitalist evolu-

tion; but they do not contradict the principles set forth in the

preceding section. There is, in other words, nothing in the nature

of democracy to make us change our view of the fundamental

functions and limits of state action in capitalist society. Again,

we must insist that the revisionists, in holding the opposed view,

that socialism can be gradually substituted for capitalism by the

methods of capitalist democracy, were in reality abandoning

altogether.

The fallacy of the revisionist position was never more clearly

pointed out than by Rosa Luxemburg in her polemic against

Bernstein and Schmidt in 1899:

According to Conrad Schmidt, the achievement of a social

democratic majority in parliament should be the direct way to

the gradual socialization of society . . . Formally, to be sur-

.

parliamentarism does express the interests of the entire society

in the state organization. On the other hand, how'ever, it Is

still capitalist society, that is to say, a society in which capi-

talist interests are controlling . . . The institutions which are

democratic in form are in suostance instruments of the dominant

class interests. This is most obvious in the fact that so soon as

democracy shows a disposition to deny its class character and to

become an instrument of the real interests of the people, die

democradc forms themselves are sacrificed by the bourgeoisie

and their representatives in the state. The idea of a social demo-
cratic majority appears therefore as a calculation which, entirely

in the spirit of bourgeois liberalism, concefns itself with only

one side—the formal side—of democracy but which leaves out of

account the other side, its real content.^*

The sprAd of fasc.sm in the last two decades, particularly

in those countries where working-class organization had reached
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its greatest development, has done much to weaken the belief

in the possibility of a gradual transition to socialism through the

methods ’provided by capitalist democracy. Otto Bauer, one of

the outstanding representatives of the Second International and

long leader of the Austrian socialists, expressed a widespread

view when he wrote, in 1936, that the experience of fascism

‘destroys the illusion of reformist socialism that the working

class can fill the forms of democracy with socialist content and

develop the capitalist into a socialist order without a revolution-

ary jump.’ Rosa Luxemburg's warning that in an extremity

‘the democratic forms themselves are sacrificed by the bour-

geoisie and their representatives in the state’ has turned our to

be well-founded. We shall return to this question in greater de-

tail in Chapters xviii and xix below.

5. Evaluating the Role of the State

It might seem that are now ready to consider the problem

of the state in relation to chronic depression, which was raised

at the end of the last Part. But this would be an error. Chronic

depression is only one of the problems of capitalism requiring

state action, and to treat it in isolation would be certain to lead

to false conclusions.

It must be recalled once again that the analvvsis of the preced-

ing chapters has been carried through on a relatively high level

of abstraction in several important respects. In particular we
have assumed, except in occasional excursi^ a closed and freely

competitive capitalist system. In reaKty present-day capitalism is

neither closed nor freely competitive. What we sec around us is

an interrelated world economy consisting of nuiVicrous capitalist,

semi-capitalist, and non-capitalist nations in which varying de-

grees of monopoly arc a common phenomenon. As we shall see,

these facts arc nor accidental; they l>elong to the very nature

of capitalism as a phase of world history. To abstract from them

v\ns a necessary, l)ut at the same time, provisional stage in our

nnalvsis. The time has now come to go beyond this position, to

rake account of a variety of aspects of capitalist development

which have so far been omitted from consideration. In so doing

wcit.shall find that new pioblems and conditions are introduced
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which profoundly affect our view of the future of capitalism

and the role of the state therein.

Our next tasks must, therefore, be to analyse the structural

and institutional tendencies of capitalism which modify its com-

petitive character; and to analyse the developing characteristics

of world economy. We shall find the two tasks interrelated in

the closest way. Only when these tasks have been completed will

we be in a position to apply the principles brought out in the

present chapter and to evaluate concretely the role of state

activity in deciding the fate of the capitalist order.



XIV

THE DEVELOPMENT OF MONOPOLY CAPITAL

The tendencies in capitalism which lead away from free compe-

tition among producers and towards the formation of monopo-
lies are closely connected with the rising organic composition

of capital which has been discussed in earlier chapters. Two
aspects have to be taken into consideration: first, the growth in

constant relative to variable capital; and second, the growth in

the fixed portion* of constant capital, i.e. in buildings and jna-

chines relative to raw, processed, and auxiliary mateifals. The
result of both of these trends is a rise in the average size of

the pro/luctive unit. Marx noted that this could come about in

two ways, which we must now examine.

1. Concentration of Capital

If individual capitalists accumulate, so that the quantity of

capital under each one's control increases, this makes possible an

enlarged scale of production. Marx called this process "concen-

tration of capital' Concentration fh this sense is a normal ac-

companiment of accumulation and obviously cannot take place

without accumulation. The converse, however, is not necessarily

true, since it is possible to imagine accumulation at the same time

that individual capitals are declining in magnitude, perhaps

through repeated subdivisions among heirs at death. Despite

counteracting tendencies of this sort, concentration by itself

would undoubtedly be sufiicient to account for a steady rise

in the scale of production and for a tendency, at least in some
lines, towards the limitation of competition. Alongside of con-
centration there is a second and even more important process

which Marx called ‘centralization of capital.’

a54
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•2. Centrauzation of Capital

Centralization, which is not to be confused with/:oncentra-

tion, means the combining of capiuls which are already in

existence:

This process differs from the former in this, that it only pre-

supposes a change in the distribution of capital already to hand

and functioning; its field of action is therefore not limited by
the absolute growth of social wealth, by tlie absolute limits of

accumulation. Capital grows in one place to a huge mass in a

single hand because it has in another place been lost by many.

Tliis is centralization proper, as distinct from accumulation and

concentration.*

Marx did not attempt to expound ‘the laws of 'this centraliza-

tion of capitals’ but rather contented himself with ‘a brief hint

at^ few facts.’ This was due to the plan of*his work and not

to any belief that the phenomenon was unimportant. Even so,

his brief hint is instructive and will bear examination.

The primary and underlying factor in centralization is found

in the economies of large-scale production. 'The battle of com-

petition is fought by cheapening of commodities. The cheap-

ness of commodities depends, ceteris paribus, on the productive-

ness of labor, and this again on the scale of production. There-

fore the larger capitals beat the smaller.’ * Some of the smaller

capitals disappear, others pass into the hands of the more efficient

concerns which in this wayigrow in size. Thus the competitive

struggle itself is an agent of centralization.

There is another force making for centralization which oper-

ates in a different manner, and this is the 'credit system.* As

Marx uses the term, the credit system is to be understood in a

broad sense to include not only (tanks but the entire financial

machinery of investment houses, security markets, and so on.

In its beginnings the credit system sneaks in as a modest helper

of accumulation and draws by invisible threads the monw re-

sources scattered all over the surface of society into rite hands

of individual or associated capitabsts. But soon it becomes a new
and foimidable weapon in the competitive struggle, and fiqally
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it transforms itself into an immense social mechanism for the

centralisation of capitals.®

Centralization via the credit system, in its developed form,

does not imply the expropriation of smaller capitalists by larger,

but ‘the amalgamation of a number of capitals which already

exist or are in the process of formation ... by the smoother

road of forming stock companies.’ * This is by far the most

rapid method of extending the scale of production. ‘The world

would still be without railroads if it had been obliged to wait

until accumulation should have enabled a few individual capi-

tals to undertake the construction of a railroad. Centralization,

on the other hand, accomplished this by a turn of the hand

through stock companies.’ ®

The end of centralization in any line of industry is reached

w’hen there is only one firm left,* but for society as a whole

the utmost limit would not be reached ‘until the entire social

capital would be united either in the hands of one singje capi-

talist, or in those of one single corporation.’ ° It is clear from

this remark, and indeed from Marx’s whole discussion of cen-

tralizatidn, that he did not regard the process from the point of

view of legal ownership—which might be distributed among a

large number of shareholders—but rather from the point of view

of the magnitude of capital under unified direction.

I'he main effects of centralization, and to a lesser degree of

concentration proper, are three in rumber. In the first place, it

leads to a socialization and rationalization of the labor process

within the confines of capitalism; in % his connection Marx speaks

of ‘the progressive transformation of isolated processes of pro-

duction carried on in accustomed ways into sctcially combined

and scientifically managed processes of production.’ ^ Secondly,

centralization, itself the consequence of technical change and the

rising organic composition of capital, acts to hasten technical

change forward. ‘Centralization, by thus accelerating and intensi-

fying the effects of *accumulation, extends at the same time the

•To the 4th German edition, Engels added the following footnote:

The latest English and American '^crusts** are aiming to accomplish this

by trying to unite at least all the large establishments of a certain line of

industry into one great stock company with a practical monopoly.' Capi-

ta/ tf p. 688.
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revolutions in the technical composition of capital which increase

its constant part at the expense of its variable part an(J thereby

reduce the relative demand for labor.’ * Fhe third effect, which

did not concern Marx at the particular stage of^ his inquiry

where he treatcjl centralization, is an obvious corollary, namely,

the progressive replacement of competition among a large num-
bei of producers by monopolistic or scrni-monopolistic control

over markets by a small number.

3. COKPOR^IIONS

\Vc have seen that Marx recognized the corporation as an

essential instrument of centralization. He was also aware that

corporations had certain further, and far-reaching, implications

for the character and functioning of capitalist psodiiction. These

are pointed out in one of the draft manuscripts which Engels

jftit together to form Wilumc in of Capital: sketchy as the

analysis is, it nevertheless shows Marx to ha\e been far ahead

of his time in recognizing th<# significance of this problem.

Marx makes three main points in connection with sjock com-

panies:

1 An enormous expansion of the scale of production and

enterprises, uhich were iinpt^ssible for individual capi-

tals . . .

2. Capital ... is here directly endowed ^ith the form of

social capital ... as distinguished from private capital, and

its enterprises a.ssumc^the form of social enterprises as dis-

tinguished from individual enterprises. It is the abolition of

capital as pri\atc property within the boundaries of capi-

talist production itself.

3. Transformation of the actually functioning capitalist into a

mere manager, an administrator of other people’s capital,

and of the ow ners of capital into mere owners, mere money
capitalists.'*

The first of these points has already been dealt with. The
second and third summarize tersely the gist of a large body of

literature on corporations of the last two or three decades.

• Capital i, p. 689. This is not the only effect of centralization on techno-

logical change. See below, p. 276.
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Private production, already weakened with the coming of the

factory ^system, disappears almost entirely in th6 large corpora-

tion, and the actual owner of capital withdraws more jor less

completely *from the productive process. Marx, however, does

not make the mistake, which many modern wrj.ters on the sub-

ject have made, of regarding the corporation as a direct step

towards social control over production. On the contrary, the

consequence of this new development is ‘a new aristocracy of

finance, a new sort of parasites in the shape of promoters, specu-

lators, and merely nominal directors; a whole system of swin-

dling and cheating by means of corporation juggling, stock

jobbing, and stock speculation. It is private production without

the control of private property.’

The Marxian theory of corporations was elaborated and ex-

tended by Rudolf Hilferding in his important work Finance

Capital, published in 1910. Economically the most important

aspect of the corporate form of organization is the 'dissolution

of the unifying bond between ownership of capital antf actual

direction of production, ‘the freeing of the industrial capitalist

from tho, function of industrial entrepreneur,’ as Hilferding ex-

pressed it.” It was in devefoping the implications of this phe-

nomenon that Hilferding made his most important contribution

to the theory of corporations.

It is not the corporate form as such which transforms the

industrial capitalist into a money capitalist; a private firm can

go through the legal procedure of incorporation without chang-

ing anything essential from an econopiic standpoint. What is de-

cisive is the growth of a reliable market for corporate securi-

ties, itself a long historical process which canqot be analysed

here. The reason for this is clear: only through the securities

market does the capitalist attain independence of the fate of the

particular enterprise in which he has invested his money. To the

extent that the securities market is perfected the shareholder

resembles less and ler^ the old-fashioned capitalist-operator and
more and more a lender of money who can regain possession

of his money on demand. One difference always remains, namely,

that the shareholder runs a greater risk of loss than the pure

lender and hence the y ield on shares can be expected to exceed

interest on money by a variable risk premium. W’th this quali-
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fication^.the transformation of the shareholder from an industrial

capitalist receiving profit into a money capitalist receivijig inter*

est is in principle complete.

The first consequence of this transformation is the appearance

of ‘promoter’s profit’ (Grundergewinn)^ which Hilferding cor-

rectly designates as ‘an economic category mi generis* If an

enterprise (already in existence or projected) will yield, say,

20 per cent on the capital invested in it, and if the yield on

shares in enterprises of comparable risk is ten per cent, then by
incorporating the enterprise and ‘floating’ it on the market pro-

moters will be able to sell shares to double the amount of actu-

ally invested capital. The difference goes directly or indirectly

into the pockets of the promoters who are thereby enriched and

strengthened for further operations. Promoter’s profit is both

an incentive to the formation of corporations and a source of

great fortunes; in both ways it fosters the growth in the scale

of production and the centralization of capital.

The act of promotion is consummated in the issuance and sale

of new securities to those who dispose over free money capital.

It is for this reason that the specialist in selling new Securities

comes to occupy a key position in the formation of corporations,

frequently performing directly the functions of promotion and

reaping the lion’s share of promoter’s profit. In Germany the

large commercial banks, with their extensive resources and finan-

cial contacts, early went into the business of selling new securi-

ties and established for themselves the primary place in the field

of promotion. In the Unitfid States, on the other hand, it was

the private bankers, dealers in domestic and foreign exchange,

who first entcAd the field of new securities and in this way
gradually evolved the institution of investment banking as dis-

tinct from commercial banking, though at a later stage of devel-

opment the commercial banks entered the investment banking

business through the medium of so-called securities affiliates. In

spite of the somewhat divergent paths of development, which

were probably due as much as anything to differing legal limita-

tion: on the freedom of commercial banks, the result in both

Germany* and the United States, the two countries which

Hilferding took as the basis for his generalizations, was subftan-



26o the development of monopoly CAPifAL

tially the same. Financiers played the dominant role in- promo-

tion and in this way achieved a highly significant, and even for

a time dominant, position in the corporate structure. It was on

the basis o^'this phenomenon that Hilferding entitled his book

Finance Capital, We shall see below, howevetf that Hilferding

erred in the direction of overestimating the importance of finan-

cial dominance in the latest stage of capitalist development.

Besides laying the foundation for promoter’s profit, the sepa-

ration of the individual capitalist from his role in the productive

process leads to a further centralization of control over capital.

Nominally control in the corporation rests in the hands of the

body of shareholders. But even legally the owners of a majority

of the shares have virtually complete control over the capital

contributed by all the shareholders, and in practice the propor-

tion required is ordinarily much less than a majority, 'no more

than a third to a fourth of the capital and even less. Because

of this fact the big capitalist who can command a large block of

shares in one or more corporations is able to bring under his

control an amount of capital several times what he owns. This

brings o&t clearly an attribute of the corporate form of organiza-

tion which Hilferding did not make explicit enough, namely,

that while ownership of shares as such is divorced from the

control and direction of production, nevertheless ownership of

a sufficiently large quantity of shares carries with it control over

production on a multiplied scale.*

Even this, however, understates the possibility of centraliza-

tion of control through use of the Corporate form, for it must

be remembered that one corporation can own the shares of one

or more other corporations. Thus a capitalist may control cor-

poration A by owning, say, one-third of its shares. Part of the

capital of A may be used to gain control over corporations B,

C and D, and the capital of these in turn to bring into the fold

still further corporations. ‘With the development of the corpo-

rate form there comes into existence a special financing tech-

nique which has the purpose of assuring to the smallest amount

• We have here an apt illustration of the dialectical principle that under
certain circumstances a change in quantity beyond a definite point leads

to ^change in quality.
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of one’s own capital dominance over the greatest possible

amount of othfer people’s capital
’ *

We ha\c no-w to notice the final step in the ccntrali7ation

process nnde possible bv the corporate form On tdc one hand,

promoter’s profij puts vast wealth in the possession of a relatively

few capitalists and banking institutions, rm the other hand this

wealth can be invested in such a wav as to secure control over a

fai larger aggregate of capital In this fashion, as Hilferding ex-

pressed It,

rheic IS formed a circle of persons who, thanks to their own
possession of capital or as tepresentatn es of eonecncrated power
over other people’s capinl (l)ank diuctois), sit upon the go\ern-

ing boards of a large number of coiporarions There thus arises

a kind of personal union \ Personaliaiionl, on the one hmd be-

tween the different corpoi itions themsekes, oit the other be-

tween the latter and the binks, a cireiinistanee v\hieh must be

o^ tlie greatest importance tor the policv df these institutions

since among them there has arisen a eommunits of mreicsr^

\i;c7ntin}iav7e BesjtzanoLSsel

In many cases this pcisonal union among ‘insidei^* is the

parent, 01 at Icist lorciunnci, of still closer oiganizitional uni-

hcation, m the forn* of cartels, trusts, or mergers, aimed dircctlv'

at monopolistic control ovei the market 1 hesc organizational

lorm% v\ill be considered scpaiarclv in tlic next section

The general eonscc]uenecs of the spread of the corporate form

cm be suniman/cd is tiillows intensihcition of the centraliza-

tion pioecss along with an^ieeeleration of aecumulaiion in gen-

eral, on the one hand, on the other formation of a relatively

small upper !a^*ei of big capitilists whose control extends far

bexond the liniiis of then ownership Tin latter point has been

so gcncralk misunderstood b\ modern xvntcis that it is perhaps

xeoith 1 further v\ord

In recent \ears xvc have read much about separation of owner-

ship from eonrrol in the hige eoipoiacufri. This is a correct

dcseiiprioii of actual trends li it is taken to mean that concen-

* Finanzkapital, pp 1^0-U Hiltcrding noted that ‘this technique

his rcachcduts perfection in the financing of the American railroad sys-

itnis (p I in We should have to si\ today that even this level, high

as It V as, w is surpassed in the public-utility field dunng the 1920s
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tration of control over capital is not limited by the concentration

of ownership. If, however, it is interpreted as implying that con-

trol passes out of the hands of owners altogether and becomes

the prerogatfve of some other group in society, it is completely

erroneous. What actually happens is that the gx;eat majority of

owners is stripped of control in favor of a small minority of

owners. The large corporation means, thus, neither the democ-

ratization nor the abrogation of the control functions of prop-

erty, but rather their concentration in a small group of large

property owners. What many property owners lose, a few gain.

Hilferding was perfectly correct when he said that ‘capitalists

form a society in the direction of which most of them have

nothing to say. The actual disposal over productive capital be-

longs to those who have contributed only a part of it.*
•

4. Cartels, Trusts, and Mergers

The final stage in the development of monopoly capital comes

with the formation of combinations which have the conscious

goal of controlling competition. This stage is reached only on

the basis of a relatively high degree of centralization which, by
reducing the number of enterprises in a given line of production,

makes competition increasingly severe and perilous for the sur-

vivors. Competition tends to turn into cutthroat competition

which is beneficial to no one. When this happens the ground is

ready for the combination movement.

Marx completed his economic writings before the combination

movement got under way and consequently there is no analysis

of it from his pen in the three volumes of Capit'tl. By the time

Engels undertook the editing of Volume in in the middle ’80s,

however, the direction of events was already clear. In a long

note inserted into Marx's discussion of corporations, Engels spoke

of ‘the second and third degree of stock companies’ in the form

*Das Fmcmrkapital^ p. H5. Factual proof of this thesis, so far as the

United States is concerned, is now abundandy available in two carefully

documented reports issued by the Temporary Nadonal Economic Com-
mittee, namely. Monograph No. 29, The Distribution of Ownership in the

200 Largest Nonfinancial Corporations; and Monograph No. 30, Survey of
Shareholdings in 1,710 Corporations with Securittes Listed on a National
SeeuAties Exchange.
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of carteb and ‘in some lines . . . die concoitration of die entire

production of jthis line in one great stock company under one

joint management.’ ‘The long cherished freedom of*competi-

tion,’ Engek remarked, ‘has reached the end of its ^ether and is

compelled to announce its own palpable bankruptcy.’

Hilferding, w^ith the rich experience of Germany and America

in the years from 1890 to 1910 before him, was able to build this

insight into the body of Marxian economics. Our analysis fol-

lows that of Hilferding in general outline though with appropri-

ate modifications for readers more familiar with American than

with German conditions.

The specific characteristic of the organization forms which are

now un^ examination, which distinguishes them from corpora-

tions as such, is that they are deliberately designed to increase

profits by means of market controls of a monopolistic character.

The achievement of this aim involves the limitation or abrogation

gf the independence of action of the enterprises concerned and

their co-ordination under a definite unified policy. Since there is

a wide range of degrees of liipitation it follows that many differ-

ent forms of monopolistic combination are possible. We shall

mention some of the most important, beginning with fhe loosest

form of association and proceeding to the complete merger of

the competing firms. It must be kept in mind throughout that a

community of interest between competitors, based on interlock-

ing directorates or common banking connections, if it exists,

smooths the way for and greatly strengthens the tendency to-

wards combination. Indeed, it might even be said that a com-
munity of interest is in sf sense a type of combination which

easily leads to more binding forms.

Perhaps the* weakest form of combination is the so-called

‘gentlemen’s agreement’ which is essentially the articulation of a

common policy agreed upon by competitors but without bind-

ing force for any of them. The incentive for each individual

firm to break the agreement, however, is strong, and arrange-

ments of this nature rarely last beyond a short period.

A further stage is reached with the formation of a ‘pool’ in

which business is allocated according to a formula agreed upon

amoi^ the participants. The pool agreement is generally reduced

to writing, but its enforcement depends primarily on Ae golun-
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tary co-operation of its members. Hence like the gentlemen’s

agreement, the pool is unstable and generally ao more than a

transitional phenomenon.

Certain types of cartel closely resemble the pool and share

its weaknesses. The latter are overcome by extending the con-

trol of the cartel over its members and introducing sanctions

against those who refuse to abide by its terms. A typical cartel

has a central committee with the duty of fixing prices and pro-

duction quotas and the power to punish violators by fines or

otherwise. The independence of the members may be further

restricted by centralizing purchases and sales in a single agency,

thus breaking the direct relation bcnvxen the individual firms

and their customers, and even by giving to the central committee

power to close down inefficient plants and to allocate aggregate

profits according to some established formula. When this last

step has been taken, the cartel approaches closelv in many re-

spects to the outright merger. •

A tighter form of organization than the cartel is the^ ‘trust’

in the strict sense of the word, \)^*hich enjoyed great favor in

the United States for a time until it v\as outlawed. Under the

trust form the owners of a majoritv of the stock of a number

of independent corporations turn their holdings over to a group

of trustees in exchange for trust certificates. The trustees vote

the stock and the holders of the certificates receive the dividends.

In this way a complete unification of the policies of the com-
panies is achieved while the legal and business identity of the

constituents is left undisturbed as in the carrel. The trust in

this sense must not be confused with the common meaning as-

signed to the term according to which it is a generic designation

covering pretty much the entire range of mf)nopolisric com-

binations.

Finally we come to the complete merger in w hich the inde-

pendence of the participating firms is abolished. The merger

may take place in various ways, chief of w hich are the swallow-

ing up of all the firms by one large one, and the disappearance

of all the old firms in favor of a new business entity. In any

case the result is the same: complete organic unity under a single

direction. This is obvic'usly the most effective form oP combina-

tion /rom the standpoint of carrying out a monopolistic policy.
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The factors determining which forms of combination will be

adopted 'under varying circumstances of time and place consti-

tute a special branch of applied economics. In general i^ can be

said that they relate to the particular conditions prevailing in the

different lines of industry, the weaknesses of the looser forms of

association, and •the legal provisions in force in the different

countries. Thus, for example, in the United States laws prohibit-

ing combinations of the cartel and trust types operated to in-

crease greatly the use of the outright merger as a method of

achieving monopolistic ends; while in Germany, where the cartel

was accorded a recognized legal status, the latter form flourished.

From our standpoint, these differences are of secondary im-

portance. The decisive fact is that the combination movement
swept over all the advanced capitalist countries during the n\'o

decades, more or less, surrounding the turn of the centurv, and

brought with it a qualitative change in the character of capitalist

pn)duction. Free competition, which had l>cen the dominant

(though, of course, not exclusive) pattern of capitalist market

behavior, was definitely superseded by varying degrees of mo-

nopoly, again as the doniinant*pattern. The consequences of this

transition for the general laws of motion of capitalist sov?iety" will

have to be carefull)' examined in the next two chapters.

5. Tah Roi.e of thf Banks

We have already noted that banks, because of their strategic

position in the issuance and sale of new securities, play a pecu-

liarly important role in tha formation of corporations, and the

same applies to the merger of corporations already formed,

l^anks appropnfite to themselves a mai*>r share of promoter's

profit, appoint their own rcpresentati\ cs to sit on the directo-

rates of corporations, and come to exercise a great influence in

the policies adopted.

In what direction will this influence be exercised? Ahvays

towards the abolition of competition. An* individual company

may, if it feels strong enough, welcome a knock-down-and-drag-

out fight with its competitors, expecting to undergo a temporary

period of» reduced e :r'iings in the hope of more than making

up its losses later on. But for a bank which has relations with
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many companies such a course must inevitably seem futile and

self-defeating. The gains of one company are offset by the losses

of other!. As Hilferding pointed out,

Therefore the striving of banks to eliminate competition among
the firms in which they are interested is absolute. Every bank

also has an interest in the highest possible profit. Other things

being equal this aim is achieved in a particular branch of industry

when competition has been completely excluded. Hence the

striving of banks for monopoly.**

The more extensive the connections of a bank and the more

powerful its voice, the more effectively is it able to pursue its

aim of eliminating competition and erecting monopolies. Hence

the centralization of capital in the industrial sphere finds a

counterpart in the growth of larger and larger banking units.

On this basis there arises that inner personal union of inter-

locking directorate^ and communities of interest which bini^

together the most important banking and industrial magnates in

all the advanced capitalist countries.

Up to this point it is possible fo accept Hilferding’s analysis

with fevT reservations. But fie goes considerably further, some-

times openly stating and always implying that in the partnership

between industrial and banking capital it is the latter which

occupies the dominant position. ‘Finance capital’ is defined at

one point as ‘capital controlled by the banks and utilized by the

industrialists,’*’ and the trend of capitalism is pictured as in-

volving the increasing subjection of all aspects of economic life

to an ever narrower circle of huge banks. This comes out

clearly in the following passage:

With the development of banking, with the ever closer rela-

tion between banks and industry, the tendency grows, on the

one hand for competition among the banks to be excluded, on
the other hand for all capital to be concentrated in the form of

money capital and to reach productive outlets only through the

instrumentality of the banks. In the final analysis this tendency
would lead to a situation in which the entire money capital

would be at the disposal of one bank or group of banks. Such a

‘central bank’ would then exercise control over the 'whole of

social production.**



THE HOLE or THE BANKS 267

There can be little doubt that this view is fundamentally mis-

leading. Hilferding mistakes a transitional phase of capitalist de-

velopment for a lasting trend. It is true that during the period

of the combination movement itself, when corporations and

mergers are in tfjie process of formation, the banks are in a stra-

tegic position which enables them to extend their sway over

the key areas of the productive system. The process of com-
bination, however, cannot continue indefinitely. The ultimate

limit would be reached in any given industry when only one

firm is left, but as a rule the process comes to a halt considerably

before this ultimate limit is actually reached. Competition of a

dangerous kind is generally effectively abolished when something

of the order of three-fourths to four-fifths of a given mdustry

is in the hands of a few large companies. Beyond this point the

tendency to further combination is greatly weakened and may
even be altogether offset by counteracting forces. Rival group-

ing of large capitalists continue to exist and^each always hopes

to be able to improve its position at the expense of the others;

each needs bases in the most* important industrial sectors as a

source of strength and as possible counters in a game ofJbargain-

ing with the others. Once the spectre of cutthroat competition

has been banished and a modus vivendi for the most general and

necessary monopolistic ends has been discovered, further com-
binations occur less frequently and may soon cease altogether.

When this stage has been reached the position of the banks

undergoes a sharp change. The function of issuing new securi-

ties, on which their powej was originally founded, becomes

much less important. The large monopolistic corporations find

themselves, in direct proportion to their success (i.e. profita-

bility), in possession of internal sources of funds, not only in the

form of profits which can be accumulated instead of being dis-

tributed as dividends to shareholders, but also in the form of

depreciation, depletion, obsolescence, and other so-called ‘re-

serve’ accounts which are to an ever increasing extent turned to

the purposes of accumulation. With these internal sources of

additional capital at their disposal, corporate managements are

to a greater or less degree freed from dependence on the market

for new securities as a source of capital, and by the same token

diey are freed from their dependence on bankers. To be Aire,
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where the influence of banks is firmly entrenched this does not

mean am immediate decline in their power. But fn the long run,

economic power which is related to no economic function is

bound to wSaken and eventually disappear. This is exactly what
happens to the power of the banks in so far as it, is based on con-

trol over the issuance of new securities. The function itself atro-

phies and the pow er to which it gave rise declines, leaving the

i>anks in a secondary position. Bank capital, having had its day

of glory, falls back again to a position subsidiary to industrial

capital, thus re-establishing the relation which existed prior to

the combination movement. 1‘his does not mean that capitalism

in general returns to its earlier state; on the contrary, monopoly

and the dominance of a small upper layer of big capitalists be-

come solidified and gradually extended to take in ever larger

sectors of the productive and distributive system. Only their

base is industrial capital and not, as Hilferding thought it would

be, bank capital. The dominance of bank capital is a passing

phase of capitalist developnicnt which roughly coincides with

the transition from competitive tef monopoly capitalism.*

HilfepJing’s error is a serious one in at least two respects. For

one thing the preconception of financial dominance precludes

an understanding of the most important recent changes in the

character of the accumulation process, particularly the growth

of internal corporate financing, t And for another thing, it leads

to profound illusions about the nature and difficulty of the task

involved in achieving a socialist society. Already in 1910

Hilferding expressed the view that the seizure of six big Berlin

banks would mean the seizure of the most important spheres of

big industry.'^'* Even at the time this was far 'from the truth,

though unquestionably the seizure of the big banks could have

• The clearest recognition, by a Marxist writer, of the transitional char-

acter of financial dominance is in Grossmann, Das Akkumulations- wid
Zusa?mnenhrucbsf^esetz des kapitalistischen Systems, pp. 572 ff. For a brief

outline of the weakening of financial power in the United States, see the

present writer’s article, ‘The Decline of the Investment Banker,* Antioch
Review, Spring, 1941.

tit is interesting to note that in spite of all changes in the years

between 1910 and 1930, nevenheless in the latter year Hilferding was re-

peating, almost word for word, the arguments of Das Ftncnfzkapital, See

his article *Die Eigengesetzlichkeit der kapitalistischen Entwicklung,* in

Bernhard Harms ed., Kapital und Kapitedismus (1931), Vol. i.
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seriously disrupted the industries dependent upon them But

today the entire ’banking system could be ‘seized’ 111 ihe#Lnited

States, for example, uithout causing more than a temporars

ripple in the ranks of big capital. It is clear that if^the theoiy

of finance capita^^sm is interpreted to imph the dominance of

banks, It IS a poor foundation on which to build a socialist policv.

In concluding this discussion, howc\cr, wc should note that

the expression ‘finaiuc capital' docs not ncccssanlv have the

implications which Ililferding attached to it Ltnin, m particu-

lai, ciitici/cd Hilfcrding’s definition ot fininee cipital on the

ground that it ‘is silent on one of the most important points,

namclv, the growth of concentration of production and ot capi-

tal to such a gieat extent that the concentration leads and iias

led to monopoly.’ For Hilfcrding's ‘capital controlled by the

banks and utilized by the industrialists,' Lenin stibstituted the

following

The concentration of production, the monopolies arising

thercfiom, the merging or concrescence of banks w ith industrv

this is the hisiorv oi the rise ol: finance capital and the content

ol this concept.

Lenin’s thcoiy is thus ccrtainU not open to the criticisms

which have been directed at Hilferding s. Nexeitheless it is

doubtful whether the tciin ‘finance capital’ can be divested of

the connotation ot banker dominance which Hilferding gave it

1 his being the case, it seems prcfei ible to drop it altogether and

substitute the term nionopolv capital,’ which clearly indicates

what is essential to I enin s (foncept ot ‘finance capital’ and \et

is not so likeh as the littci to mislead the unwar\ leader.



XV

MONOPOLY AND THE LAWS OF MOTION OF
CAPITALISM

In the last chapter we investigated how and why compedtive
capitalism at a certain stage in its development turns into mo-
nopoly capitalism. This metamorphosis, in its turn, reacts on the

functioning of the system, altering some of its laws and modi-
fying others. To analyse the alterations and modifications in the

laws of capitalist motion must, therefore, be our next task. In

this chapter we shall confine ourselves to those effects which
emerge under the assumption of a closed system; in the^folldw-

ing chapter the problems of world economy will be subjected

to inquiry.

1. Monopoly and Price

‘When we speak of a monopoly price,’ Marx wrote, Ve mean
in a general way a price which is determined only by the eager-

ness of the purchasers to buy and by their solvency, inde-

pendently of the price which is determined by the general price

of production and by the value of the products.*^ This teing

the case it appears to be obviouSM.as Hilferding said, that ‘the

realization of Marx’s theory of concentration, of monopolistic
merger, seems to result in the invalidation ,of Marx’s value

theory.’ *

This observation is certainly not without a certain justifica-

tion. Under conditions of monopoly, exchange ratios do not con-
form to labor-time ratios, nor do they stand in a theoretically

demonstrable relation to labor-time ratios as is the case with
prices of production. When the power of limiting supply is in

the hands of producers so also is the power of setting prices, and
to determine theoretically, and with a useful degree of general-

ity, at what point prices will be set is impossible*; too many
diferse factors enter into the determination of a given price to

370



MONOPOLy AND PRICE »7 »

pennit the construction of a precise theory with any but the

most limited applicability. This is fully proved by the attempts

of orthodox economic theory in recent years to establish objec-

tive laws of price under conditions of total or partiafmonopoly.

Aside from a few* empty propositions, such as that price will be

set where profit is maximized, monopolistic price theory rapidly

turns into a catalogue of special cases, each with its own par-

ticular solution. This is not the fault of the economists, nor is it,

as some mainuin, merely a sign of the backwardness of the

science; the difficulty is inherent in the stibject matter. No
reasonably general laws of monopoly price have been discovered

because none exist.

The fact that it is useless to search for a theory of monopoly

price which can stand on an equal footing with t^e theories of

value and production price should not, however, be a cause for

dey)air. For it is possible to say with a great «deal of generality

and assurance that, as compared to the situation which would

exist under competition, equilibrium output is smaller and

equilibrium price is higher when elements of monopoly are intro-

duced. Since this is so, we can start from the theory of value

(or production price) as a base and analyse the kind, if not the

extent, of modifications which monopoly brings with it. This

is extremely important since it allows us to develop the theory

of monopoly dong genuinely useful lines, something which

would not be possible if the deviations of monopoly price from

competitive price were pureljr arbitrary in regard both to direc-

tion and to extent.

Even in relation to the extent of the deviation of monopoly

price from competitive price, certain judgments of the ‘more-

or-less’ type are often possible. Thus it is usually safe to assume

that the price will be higher the 'ess responsive, relatively, the

quantity purchased to changes in price (i.e. the less elastic the

demand), and the more complete the monopoly. These are

factors about which it is frequently possible to make a rough

but serviceable judgment, particularly when it is a question of

estimating the effects of technical and organizational chai^;es on

prices. We*must not, however, expect to be able to reduce the

theory of monopoly price to quantitative precision; any'bne
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attempting to do so will only succeed in getting lost in a maze

of speo^al cases.
*

It goes almost without saying that the validity of measuring

commoditits in value terms, that is to sav by the yardstick of

socially necessary labor time, is independent ^of the particular

exchange ratios which happen to be established on the market,

whether under competitive or monopohstic conditions. As we
shall see presently, this fact is of first importance in developing

the theory of monopoly beyond the sphere of mere prices.

2. Monopoly and the Rvie of Profit

So far as the individual enterprise is concerned the transition

from competition to monopoly brings with it an increase in

profit; this is, indeed, the whole aim and end of monopolv. But

the total value produced by the social labor force is* in no way
increased by the ^formation of monopolies, and hence the ejhrra

profit of the monopolist is in the nature of a transfer of values

from the incomes of other members of society. Out of whose

pockets does the extra profit of monopoly come? Marx stated

the two most general possibilities in the follow ing terms:

The monopoly price of certain commodities would merely trans*

fer a portion of the profit of the other producers of commodities

to the commodities with a monopoly price. A local disturbance

in the distribution of the surplus value among the various spheres

of production would take place . . . bur they w^ould leave the

boundaries of the surplus value itsQ^f unaltered. If a commodity
with a monopoly price should enter into the necessary consump-
tion of the laborer, it would increase the wagej; and thereby re-

duce the surplus value if the laborer would receive the value

of his labor power the same as before. But such a commodity
might also depress wages below the value of labor power, of

course only to the extent that w'^ages w'ould be higher than the

physical minimum of subsistence. In this case the monopoly price

would be paid by* a deduction fiom the real wages . . . and
from the profits of the other capitalists.’

In short, either the extra profit is a deduction from the surplus

value of other capitalists or it is a deduction from the wages

of the w'orking class. Generally speaking, however, at any given
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time and place wages gravitate around a level which is socially

recognized as a*minimum standard of subsistence. Trade unions

are one of the fnost powerful agents in the achievement of this

result; * and since unions are already well developecfby the time

of the combination movement it seems reasonable to suppose that

deductions from wages caused by monopoly extra profit will be

rapidly restored. If this reasoning is valid, it follows tliat the

extra profit of the monopolist conics primarily from the pockets

of his fellow capitalists. In what follows we shall work with this

assumption except where a qualification is specifically intro-

duced.

The tendency to an equality of profit rates which is a charac-

teristic feature of competitive capitalism is thus doubly disrupted

by monopoly: the profits of some are raised, while the profits

of others are reduced. Naturally there is still ^ tendency for

capital to tr\" to move out of the disadvantaged and into the

fdR'ored fields, but the very essence of monopoly is the existence

of eflFcctive barriers to such free movement of capital. A new
form of the tendency to equai profit rates now' comes into play

therefore, a form which is much stressed by Hilferdiijg in his

discussion of monopoly.^ 1'his is the spreading of monopoly

from every point where it makes an appearance. I'o the extent

that monopoly becomes general, the gains of the individuals are

to a certain degree offset by their losses and the profit rates are

brought more nearly to equality—though an exact equality could

never be achieved by this path. 1 he principle of spreading may
be clarified as follows. A cmain mdusiry, say iron ore produc-

tion, IS monopolized and the price raised. Part of the resulting

loss is borne b\; the pig-iron producers, who row have an in-

creased incentive to combine both to raise their prices to the

steel industry and to bargain for lower prices from the ore

industry. In this way combinatic'^ will spread in concentric

circles from any given point of origin, seizing upon those indus-

tries where circumstances arc favorable to tfce establishment and

maintenance of monopoly conditions.

The spreading process, however, works very unevenly, for

• This shonild not lead us to overlook the fact that in the long run

unionism is one of the significant determinants of the conventional sub-

sistence level Itself.
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there are always industries in which it is difficult or even impos-

sible to effect a stable combination. These are the industries in

which only a small capital investment is required; numerous firms

are necessary to fill the demand and entry into the field is easy

for any one with the required minimum of caoitai. Here com-

petitive conditions persist despite the advantages to be had from

combination. It follows that we can expect a general equaliza-

tion of profit rates neither from the mobility of capital nor

from the spreading of monopoly. We get instead a hierarchy

of profit rates ranging from highest in the industries of large-

scale production where close well-protected combinations are

relatively easy to establish, to lowest in the industries of very

small-scale production where numerous firms co-exist and the

ease of entry precludes stable combinations.

3. Monopoly and Accumulation

Monopoly profoundly affects the accumulation process, first

in its effect on the rate of accuntulation out of a given amount

of surphjs value, and second in its effect on the outlets for ac-

cumulated capital. Let us consider these problems in turn.

The total surplus value of society is divided into numerous

segments each corresponding in size to the portion of the total

social capital from which it springs. It is a general rule that the

proportion accumulated increases with the size of the segment

of surplus value. From this it follows that centralization by

itself, since it decreases the number and increases the size of the

segments, will have the effect of raising the rate of accumulation

from a given total of surplus value.* Monopoiy intensifies this

*The question might be raised whether the segments of surplus value

should be measured in accordance with the size of the productive units to

which they first accrue or in accordance with the size of the ultimate and
much more numerous ownership units to which they finally flow. If the

bccer is the proper method, centralizanon of production, since it can
proceed by way of the corporate form without centralization of owner-
ship, might be largely without effect on the relative size of the segmeno
and hence on the rate of accumulation. With the growth of internal cor-
porate financing, however, the units of produenon (corporations) acquire

enonnous significance as umts for purposes of accumulation. Tlierefore

while the afa^nce, or at least slower rate, of centralizanon of ownership
as eSmpared with centralization of production must be taken into account.
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effect by. transferring surplus value from the smaller capitak to

the larger. The increment of accumulation arising from clje addi-

tion CO the larger segments must be larger than the decrement

attributable to the subtraction from the smaller segments. We
see, therefore, that on two counts the rate of accumulation under

monopoly capitalism tends to be higher than the rate under

competitive capitalism.

Let us now turn to the effects of monopoly on the require-

ments for newly accumulated capital. Here the decisive factor

IS that the very maintenance of monopoly necessitates the block-

ing off of investment from the monopolized, and hence most

profitable, fields of industry. We observe the following apparent

paradox, namely, that a monopolist making large profits will

nevertheless refuse to invest more capital in his own industry

and will search for outside opportunities for investment even

though the rate of profit obtainable be much lower. The paradox

difaippears as soon as we realize that the monopolist's investment

policy cannot be dominated by his overall profit rate or by
the rate obtainable on the additional investment taken by itself.

He must rather be guided by what we may call the yiarginal

profit rate, that is to say the rate on the additional investment

after allowance has been made for the fact that the additional

investment, since it will increase output and reduce price, will

entail a reduction in pront on the old investment.* The overall

it nevertheless does not by any means signify that centralization of pro-
duction has no power to raise the rate of accumulation.

• The following illustration wi|[ help ro clarify the concept. A monopo-
list w'ith a capital of $1,000 produces 100 units annually at a cost of $5
per unit and sells at a price of $10 per unit. His profit is $500 or 50 per
cent on hi& capitak The addition of $100 to his capital will allow him to

produce 10 more units, still at a cost of $5 per unit. In order to sell 110

units, however, the price will have to be reduced from $10 to $9. The
profit on the additional investment would be $90 — $50 = $40, or 40 per

cent on the additional capital involvea. How'ever the monopolist has to

take account of the fact that the price of $9 applies to all the units and
not only to the additional units. Since he has been selling 100 units at

$10 he will lose $100 when the price goes down & $9. This loss is to be

set alongside of the gain of $40 fiom the additional units to be sold.

Obviously the loss more than outweighs the nin; the marginal profit rate

is actually negative. The monopolist will do better to invest his $100 out-

side his own industry so u.ng as he can get any profit at all, and if that

is impossible it will be better for him to hold the $100 in cash rather

than put it into his own business.

19
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rate of profit may be high while the marginal rate is low or even

negative. The monopolist will therefore search" for outside out-

lets so long as the rate to be earned anywhere is greater than

the margirvjl rate in his own field. It is, of course, true that the

outsider will not be governed in his actions by the marginal rate

of profit to the monopolist; but the existence* of the monopoly

means that the outsider is not free to ^nter the field no matter

how much he might like to do so.

The principle that the monopolist is guided in his investment

decisions by the marginal rate of profit is of fundamental im-

portance. In addition to explaining the cessation of investment

in monopolized fields while the rate of profit still appears to be

high, it helps us to understand how and why the attitude of

monopoly capital towards technological change differs from that

->f competitive capital. Just as in the case of an expansion of out-

put the monopolist must take account of the effect on his old

business, so in the case of a technological innovation he canrot

neglect the depreciation in value which his already invited capi-

tal may suffer through being outjmoded. Under competition, on

the other hand, the gain is enjoyed by the innovator while the

loss, if^anv, is borne at kast in large part by his competitors.

This docs not mean that technological change will cease under

monopoly; the elaborate research facilities which the great mo-

nopolistic combines maintain are something new and make it

certain that in range and comprehensiveness technological ad-

vance receives a powerful stimulus from the centralization of

capital. What it does mean is that labor saving becomes more

than ever the goal of capitalist tecRnology and that the rate of

introduction of new methods will be so arranged as to minimize

the disturbance to existing capital values. In other words, new
methods will have an even stronger labor-saving bias, and for

the most part new equipment will be put in the place of (»ld

only when the latter wears out and needs to be replaced any-

way.* Consequently monopoly steps up the rate of flow of

• In certain cases this may result in the complete suppression of an in-

vention, for by the time it would be profitable to introduce it even more
highly developed techniques may be at hand. In other words, certain

inventions may be by-passed because of the absence of competitive pres-

sures to introduce them as they became available. 1 am indebted to Dr.
Robert K. Merton for pointing this out to me.
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workers into the industrial reserve army and reduces the outlet

for newly accumulated capital provided by technological prog-

ress.

We have seen that monopoly stops up the dcmiyiid for new
capital in the monopolized industries in two ways: because out-

put is restricted* in the interest of maintaining the maximum
possible overall profit rate; and because the rate of introduction

of technological innovations is consciously regulated in such a

way as to minimize the need for new capital.* The counterpart

of this stoppage of investment in the monopolized industries is

a crov^ding of capital into industries where entry is free, or at

least less restricted, with a consequent depression of profit rates

in these areas. Thus the immediate effect of accumulation is

simply to intensify the distortions in the pattern of profit rates

which monopoly originally brings with it.

What is the significance of monopoly for the problems of

cjysis and depression? In so far as the rate *)f accumulation is

increased, the effect obviously is to hasten the falling tendency

of the average rate of profit ajid to strengthen the tendency to

underconsumption. Bur this is not all. Since the monopolist is

guided by the marginal profit rate in his own indusfry, and

since the rate in the remaining competitive spheres is depressed,

the net result is a depression of the rate of profit w hich is con-

trolling for investment «‘cisions. 7'his is a factor contributing

to crises and depressions independent of and additional to the

falling tendency of the average me of profit and the tendency

to underconsumption. ITus, besiees intensifying the old contra-

dictions of the accumulatioiT process, monopoly introduces new
ones.

One further point in this connccti(»n is to be noted. If any

part of monopoly extra profit constitutes a deduction from labor

income the effect is to raise the rotal of surplus value at the

expense of the share of the social output going to the working

class. This, in turn, raises the rate of accumulation and lowers

the rate of consumption and in this fashion strengthens the tend-

ency to underconsumption.

* The last ptiini may he larificd for some readers if it is put as follows;

the nionoponst rend^ to nnance his technological progress from deprecia-

tion accruals instead of from net saving.
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4. ^ONOF(H.Y AND THE RbiNG CoSTS OF DOTRIBUnON

In order to analyse the relation between monopoly and the

costs of distribution it is first necessary to indicate the main out-

lines of Marx’s theory of commercial capital and commercial

profit.*

Commerce is to be understood in a narrow sense to include

only buying and selling activities and to exclude transportation,

storage, and delivery. The latter, in Marx’s theory, are aspects

of production proper and consequently do not require separate

theoretical treatment. In practice the merchant performs a part

of these productive functions so that the isolation of his com-
mercial functions is never easy. Nevertheless in principle the dis-

tinction is clear and must be made for theoretical purposes.

From the point of view of society as a whole commerce is

unproductive; it adjis nothing to the total of values produced bnt

rather is concerned with the transformation of already existmg

values from the money form to the commodity form or vice

versa. This principle is perfectly ’plain to the individuat indus-

trial capulist who knows very well that an increase in the costs

of buying and selling, other things remaining equal, does not

raise the value of his products but instead reduces his profit. But

when the commercial function is separated from the industrial

function and is carried on by an independent group of mer-

chants, it appears that the value of the products is enhanced by

the amount of the merchants’ profits plus any expenses incidentd

to carrying out the commercial opelations. This, however, is an

illusion which disappears upon analysis. The mere separation of

commerce from production is powerless to change the character

of either.

Assume for a moment that the merchant has no expenses.

Nevertheless for the purpose of buying commodities and selling

them again he requires a certain amount of capital, and this capi-

tal, since he is free at any time to transfer it to other lines of

activity, must draw the going rate of profit. How is this possible

if no surplus value originates in the sphere of commercial opera-

tions? Marx solved the problem by showing that eommercial

capi^ appropriates a part of the surplus value produced in die
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industria) ^ere. The merchant boys conunodicks from the in*

dostrialist at less than their value by the amount of hk prcdic

margin and sells them at dteir value. He is enabled to do this

because under capitalism commerce cannot be (licensed with;

in an unplanned economy the bringing n^[ether of buyers and

seUers is an absolutely necessary function. Consequently ca{^al

must be invested in this field. But capital will not be invexed

in commerce unless it earns the average rate of profit. Comped*
don (‘supply and demand') consequendy forces down the indus*

trialist’s price to the point where commercial capital can come
into the field at the ruling rate of profic The net result is diat

an unchanged quantity of surplus value is spread over a larger

amount of capit^; the average rate of profit is reduced. As Marx
expressed it, ‘The larger the merchant’s capital in proportion to

the industrial capital, the smaller is the rate of industrial profit

and vice versa' *

•In practice, the merchant does have expdises to meet both

for labor power (derks, typists, bookkeepers, et cetera) and for

office space, fixtures, and auxiliary materials. Marx’s treatment

of these expenses is not altogether unambiguous; the^relevant

passages have the earmarks of a rough first draft in which he

was working his way through the problem without a clear pic-

ture at the outset of the conclusions which would emerge.

Nevertheless we can attempt ^o indicate the solution which

seems most in keeping with the general logic of his theory.

From the point of view of ffie merchant, expenses have the

character of capital quite as^udt as do his outlays on commodi-
ties for resale. Hence the margin between the purchase and sale

prices of the ctynmodities in which he deals must be sufficiently

large not only to provide for commercial profit in the sense

already explained, but also to reimburse him for the oudays in-

volved in meeting his expenses plus a normal profit on these out-

lays. No part of the margin benveen purchase price and sale

price is value produced in the commercial ^here; this principle

is in no way altered by the introduction of die merchant’s ex-

penses. Consequently it must be in its entirety a deduction from
the surplus value which would otherwise accrue to the industrial

capitalists.*

Since the employees m the commercial sphere are paid dtat of
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surplus value and do not themselves create any value, ix. follows

that th^y must be classified as unproductive laborers and their

consumption as unproductive consumption. This analysis thus

provides the justification foi the procedure adopted in Chapter

xn, of including commercial workers along with servants, land-

lords, and the like in the category of unproductive consumers.*

Coniniercc has a threefold effect on accumulation. (1) Since

the expenses of commerce constitute a deduction from surplus

value there is less surplus value available for accumulation. Part

of the expenses are wages which are spent by their recipients

on consumption goods, to this extent social consumption is in-

creased. Part of the expenses are oiitlaw^k on buildings, equip-

ment, and materials uhich do not raise social consumption cither

directly or indirectly. Nevertheless the effect on the reproduc-

tion process is the same as though consumption were increased;

values are used up and disappear from the reproduction scheme.

The first effect of Vommerce is therefore to reduce surplus valLe

and hence accumulation and to increase correspondingly the rate

of consumption. (2) Since the commercial capitalists shafe in the

remamirjg surplus value along with the industrial capita sts, it

follows that the number of segments into which the total is

divided is larger and the average size smaller. It has already

been noted that this reduces the rate of accumulation. (3) The
expansion of the reproduction process requires a growth in com-
mercial capital which therefore offers an investment outlet. In

summary: commerce increases consumption, reduces accumula-

tion, and provides an investment oudet. It therefore counteracts

the tendency to underconsumption.t

We are now rcadv to analyse the effect of rvonopoly on the

commercial sphere of the capitalist economy.

The most evident consequence of centralization and the

growth of monopoly is a decline in the relative importance of

the independent merchant. I his arises from tw'o causes: on the

* See above, p. 231.
'

f In an cirlicr stage of capitalist d^^clopmtnt, when the coiintcrar ring

force of population growth and new indusincs uas very strong and there

often seemed to be a shortage rather than a plethora of capital seeking

invc'Stmcnt, commerce would be thought of as a drag on rl*c expansion

of capitalist production. Conditions ha\c so changed, howticr, that this

attitude IS no longer
)
use fled.
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one hand vertical combinations eliminate transactions between

independent capitals which otherwise would have been unavoid-

able; on the other hand, the large firms do more and more of

cheir own buying and selling since their business is extensive

enough to permit them to maintain specialized departments for

the purpose which arc at least as efficient as the independent

merchant. Hilfcrding stressed this aspect of monopoly: ‘Monop-
olistic combination . . . effects an elimination of independent

trade. It makes a part of the trading operations entirely super-

fluous and reduces the expense of the rest.’ ^ Unfortunately, since

he stopped here he concluded that the costs of buying and selling

were on the decline and hence gave a completely incorrect im-

pression of the true state of affairs. Actually there is another and

much more impoitant connection between monopoly and the

costs of circulating commodities.

Under competition high profits lead to an expansion of pro-

duction. The extra profits of monopoly, howtver, do not have

this consequence; in fact they are conditioned on the restriction

of output. Nevertheless they ar^ not without their effect on the

behavior of the monopolists, each one of whom now concen-

trates his attention on trying to increase his share of the available

business and hence of the extra profit. It is very important that

this be done v^ithout resort to the method of price cutting which

nearly always leads to retaliation, expansion of total output and

reduction or even aboL'ion of extra profit. The alternative to

price cutting is to attract buyers av^ay from rival sources of

supply by more effective selling methods. Two cases have to

be distinguished, though they present closely interconnected

aspects of the sjme general phenomenon. First, there are the

efforts of firms in the same industry to take business away from
each other. In this connection it must be remembered that cen-

tralization rarely proceeds to the point of bringing an entire

industry under the control of a single firm. And second, there

are the efforts of all the producers in one ipdustry to persuade

consumers to spend more money on their products at the ex-

pense of the products of other industries. As betw’een these two
cases selling techniques vary somewhat, but basically they fol-

low a similSr pattern and do not require separate analysis.

In the efforts of monopolists to enlarge their sales without
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jeopardizing the existence of extra profits we find the funda-

ntentali explanation of the enormous developftient of the arts

of salesmanship and advertising which is such a striking charac-

teristic of monopoly capitalism. This development takes (m many
forms including the attempt to attract customers through allur-

ing packaging and labeling, the maintenance staffs of salesmen

and publicists, and perhaps most important of all the continuous

emission of enormous quantities of advertising through news-

papers, magazines, and radio. But direct methods of salesmanship

and advertising are only a part of the picture. Indirectly the

effect is a multiplication of the channels of distribution and a

vast amount of duplication in the fields of transporting, storing,

and delivering commodities. These activities are, as we know,

a part of the process of production proper. But now they be-

come expanded far beyond the limits of what would be socially

necessary under competitive conditions.* Under monopoly only

a part of distributive activities can be considered as productive

of value; the rest are essentially similar to selling in the strict

sense and share with the latter the attribute of using*Up value

without producing any.

Recent studies of distribution costs give some indication of the

extent to which monopoly has resulted in an expansion of the

machinery of selling and distribution. For example, on the basis

of its report Does Distribution Cost Too Much? (1939), the

Twentieth Century Fund makes the following statements:

Distribution—not production—is now the great frontier of the

American business system. Distribution takes 59 cents of the con-

sumer’s dollar as compared with only 41 cents for production

processes. Workers in distribution increased nine times between
1870 and 1930, while the population increased only three times.*

Too much significance should not be attached to the precise

figures quoted, (^ite apart from criticisms which have been di-

rected at the statistical methods employed, they do not provide

a measure of the growth of unproductive activities in selling and

distribution. Some increase in the relative importance of trans-

* A good example is provided by the effects of the widespread practice

of resale price maintenance, which allows large margins to distributors

and hence encourages the entrance of a greater number than would other-

wise* be necesaary.
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port, stor^e, and delivery is certainly to be expected as prodoc*

tion becomes iftore diversified and geographically specialized.

How much of the increase is thus socially necessary could be

establi^ed only after a long investigation and even then only

within fairly wide limits. In spite of all qualifications, however,

both the direction and importance of the general trend is clear.

The dieoredcal principles which emerge from the Marxian

analysis of conmierpial capital and commercial profit are fully

applicable to the growth of selling and unproductive distribu-

tion costs under the influence of monopoly. Surplus value which

would otherwise be available for accumulation is instead diverted

into supporting a swollen selling and distributing mechanism.

The extra profits of monopoly are reduced in this fashion, often

to the point where they appear to be no greater than average

competitive profits so that the very existence of monopoly is

obscured from view. Many new segments of surplus value are

cfeated, for example in the form of profits df advertising firms

or of duplicate and socially unnecessary retail stores. Consump-

tion is raised by the amount paid as wages to additional unpro-

ductive workers, and the same effect, so far as the reprjiduction

process is concerned, is brought about by the outlays on ma-

terials and equipment necessary for carrying on selling and

much of distribution activities. The net effect of all this is a

slowing down in the rate of expansion of capital and the emer-

gence of a powerful counteracting force to the tendency to

underconsumption.

There is another aspect the growth of the distributive sys-

tem in the period of monopoly capitalism which deserves brief

consideration. The entire trend is predicated upon a substantial

and continuing rise in the productiveness of labor. Only if this

condition is satisfied is it possible for the proportion of the labor

force engaged in unproductive pursuits to increase without seri-

ous adverse consequences for the general standard of living. Con-

versely, given a steady increase in the prgductiveness of labor

the stage is set for an expansion of surplus value and the social

classes which are maintained out of surplus value. In his discus-

sion of the views of Barton and Ricardo on machinery, Marx

was at giiat pains to bring out diis aspect of rising labor pro-

ductivity.
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The mass of articles entering into gross income * can increase

without«a concomitant increase in the part of this mass going

to variable capital. I he latter can even become ‘Smaller. In this

case more is^ consumed as revenue by the capitalists, landlords,

their hangers-on, the unproductive classes, the state, the inter-

mediate classes (employees in trade) etc.®

To this we need only add that the expansion of the sphere of

distribution under the influence of monopoly constiaites a spe-

cific form of a development which Marx treats here only in the

most general terms.

I'he rise in laiior productivity and the disproportionate

growth in the distributivx sphere to which it leads under mo-

nopoly capitalism consrinitc a development with far-reaching

social and political implications. The so-called ‘new middle class’

of industrial bureaucrats, professionals, teachers, state employees,

and the like, whicl\ incvitablv grows up in the wake of central-

ization and rising living standards, is augmented by the army of

salesmen, advertising agents, publicists, and salaried en^loyees

who form such a large proportion of those engaged in distribu-

tive activities. These elements of the population are relatively

well paid and hence enjoy .a standard of living which, from a

subjective standpoint, ties them more or less closely to the ruling

class of capitalists and landlords. Moreover since under capitalism

a large proportion of them derive their incomes directly or in-

directly from surplus value, so that a diminution of surplus value

would necessarily react upon them unfavorably, there also exists

an objective bond linking their fortunes with those of the ruling

class. For both of these reasons the new middlf class tends to

provide social and political support for the capitalists rather than

for the workers; its members constitute, so to speak, a mass army

which readily accepts the leadership of capitalist generals. Con-

trary to v\ idespread opinion, Marx was fully aware of this role

of the new middle elass. In his critique of Ricardo’s theory of

machinery iMarx put the matter as follows:

• ‘Gross income’ is here used in its Ricardian meaning, not in tlic sense

assigned to ir by modern theorists. Translated into Marxijj^ concepts,

Ricardian gross income equals the sum of variable capital plus surplus

\ .ilut/’
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What he [Ricardo] forgets to bring out is the steady growth of

the middle classes standing between the laborers on the i^ne side

and the capitalists and landlords on the other, for the most part

supported directly from revenue, which weigh as a burden on
the laboring base and enhance the security and power of the

upper ten thousand.^®

If this was a highly important trend already in Marx’s time, how
much more so has it become in the period of monopoly capi-

talism! Subsequently w e shall see how it constitutes one of the

component forces which decide the actual course of capitalist

development.

5. Conclusion

Let us now attempt a brief schematic summary of the most

important general effects of monopoly on the functioning of the

capitalist system.

• 1. Prices of monopolized commodities arc wised.

2. The equal profit rates of competitive capitalism are turned

into a hierarchy of profit rat^s, highest in the most completely

monopolized industries, lowest in the most competitive.

3. Small segments of surplus value are reduced, large segments

increased. This raises the rate of accumulation and hence accen-

tuates both the falling tendency of the average rate of profit

and the tendency to underconsumption.

4. Investment in mOi Opulizcd industries is choked off; capital

crow ds into the more competitive areas. The rate of profit which

i*: relevant to investment dccisii ns is therefore loweied. This is

a factor in causing depressions nidcpcndcnt of both the general

falling tendency of the rate of profit and the tendency to

underconsumption.

5. I'hc labor-saving bias of capitalist technology is enhanced,

and the introduction of new' techniqiKS is so arranged as to

minimize the need for new capital.

6. The costs of selling arc raised and tlv distributive system

is expanded beyond what is socially necessary. This in turn has

the following consequences:

a. Monopoly extra profits arc reduced, in many cases to no

more than the competitive level.
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b. New segments of surplus value are created, and a large

mynber of unproductive consumers are brou^t into exist*

ence. Therefore the rate of accumulation is reduced and die

rate o£ consumpdon increased. This acts as an offsettii^

force to the tendency to underconsumpdon.

c. The new middle cl^ which provides social and political

support for the capitalist class is enlarged.

It will be noted that the effects listed under (6) in a measure

counteract numbers (3), (4), and (5). This, however, is not a

case of simple cancelladon of opposed forces. The contradicdons

of the accumuladon process, which are accentuated by (3), (4),

and (5), are basically symptomadc of die difficult of containii^

rapidly expanding productive forces widiin the framework of

capitalist property relations. The growth of the distributive sys*

tern under monopoly eases the difficulty and softens the contra-

dictions, but it dops so not by making it possible for capitalism

to harness the expanding productive forces, but rather by divert-

ing their use into socially unnecessary and hence waste^ chan-

nels. There is an important difference here which should not be

overlooked. When it is appreciated, the ‘favorable* effects of

monopoly appear in anything but a favorable light.



XVI

WORLD ECONOMY

1. General Considerations

There never has been and never will be a closed capitalist sys-

tem such as we have been assuming in the greater part of the

foregoing analysis. This does not mean that we are not justified

in making the assumption of a closed system, nor does it mean

that the laws and tendencies of capitalism whicjx have been dis-

oovered on the basis of this assumption are \ton-existent. What
it does mean is that we have been abstracting from certain

aspects of reali^ in order thcwmore clearly to identify and ana^

lyse others. In dropping the assumption of a closed s^^stan we
do not give up what we have already learned; rather we make

it possible to extend and deepen our knowledge along paths

which we have so far deliberately refrained from followii^.

The real world is one in which a number of nations co-exist

and have relations with one another. Some of these nations are

well-developed capitalist societies; some are rapidly becoming

capitalist; some have hardfy as yet been touched by capitalism;

one is a socialist society. Their mutual relations are not arbitrary

or accidental; ifb nation could continue to exist in anything like

its present form and for an extended period of time in isolation

from the others. Just as the individuals in society are economi-

cally necessary to each other and hence form an integrated econ-

omy, so the nations of the worid are economically necessary to

each other and hence form an integrated *world economy. Let

us examine the character of these international economic rela-

tions.

Tlie basic economic relations of world economy are the ex-

change relations of commodity production. Historically, acom-

a87
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modities originated in the sphere of inter-cqmmunal trade,* and

the relafions among the members of a community have never

been so completely dominated by exchange as have the relations

among the ^communities themselves. In a single country, even

one in which commodity production is highly developed, there

IS always a wide range of non-exchange cJconorfiic relationships;

this IS the case, for example, with the relations existing among

managers and w'orkers within a factory or corporation. In the

international sphere, however, non-exchange relations, generally

speaking, play a less prominent role. This fact determines our

approach to the problems of w^orld economy.

Exchange in general arises from a particular form of the social

division of labor. In the same wav international exchange corre-

sponds to a particular form of the international division of labor.

Ihe bases of international division of labor at anv given time

are in part ivaturally, in part historically, conditioned. For exam-

ple, one country exports commodities for the production

w’hich it possesses advantages of climate and natural resources,

another, induscnallv more advance^!, cxjiorts commodities which

require a high level of technique and a skilled labor force, and

so on. 1^’icrc arc certain near-constants in the pattern of inter-

national division of labor, but there arc also highly important

elements which arc contmuallv changing because of the different

stages and rates of development of the countries involved. Ihis

must never be lost from mind. Woild economv, being a com-

moditv -produc ing iconomv, is not regulated according to a plan

which calls for the svndnom/cd giowth of its varir)us c'ompo-

nent parts, rather the paits develop f)\ fits and starts and at un-

even rates. Anv bilancc which may lesult is an accidental re-

sultant of their mutinl inre»action which possesses a purely

temporarv’' character.

To the extent that capitalism develops in various parts of the

world economy, intern itional economic relations are no irmger

confined to simple ^comrnoditv exchanges; these arc supple-

mented by capital movements, i.c. the export by some countries

and the import by others of commodities which havx the specific

•As Marx cvpresscd it, ‘the development of products into qonirnodines
arises through the exchange between dilTcrcnt communities, not through
that btrween members of the s.inic commune.* ( apital iii. p. 209.
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characteristics and ,functions of capital. For example, capitalists

in country A send means of production to capitalists iij country

B with which the latter can employ labor power for the purpose

of producing surplus value. TTie surplus value, Ijowcver, does

not belong to the capitalists of B, or at least not all of it does;

it must be regiilarly sent back to the capitalists in A.* Through

transactions of this sort the spread of capitalism is greatly ac-

celerated and the economic relations between countries are com-

plicated. No longer need the exports of a country balance its

imports; movements of capital in one direction and of surplus

value in the other must also be taken into account.

To what extent do the laws governing value, the rate of sur-

plus value, and the rate of profit apply to world economy? Let

us first consider the case of trade alone, leaving capital export

for subsequent treatment. Given competition and mobility of

resources within the individual countries, conjniodities will sell

domestically at their values or prices of •production—in what

follows this qualification will not be repeated—and both rates of

surplus value and rates of profit will be equalized as between

different lines of industry. As between different countriej, how-

ever, no such equilibration can be effected by the processes of

trade alone. Fhc commodities exchanged between two countries

on equal terms need not contain equal quantities of labor; indeed

it would be purely accidental if they did. Exactly the same

would be true of the products of two industries within a coun-

try if transfer of labor from one to the other were impossible.

In other w ords, the law' of value holds only among commodities

which are the products of on; and the same homogeneous and

mobile labor# force; in the case of commodities produced in

different countries this condition is generally not satisfied. Simi-

larly, w hen we speak of rlie tendency of rates of surplus vahie

to an equality under capitalist production, we imply free mo-

bility of labor t which, agairc is lacking in international eco-

nomic relations. Hence the rate of surplus value (or, altcrna-

• Capital export is correctly defined by Hilferding as ‘export of value

which is destined to breed suq^lus value abroad. It is essential that the

surplus value remain at the disposal of the domestic capital.’ Das Fiucmz-

kapitaly jT, 395.
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rivdy, the rate of exploitation) need not be t|ie same in different

countries. Finally, equalization of profit rates presupposes mo-
bility of capital and this we have provisionally ruled out by
assumption. If does not follow, because the laws in question are

valid inside each of the trading countries and not between the

countries, that no effect is produced by int^ational trade.

Trade must in any case increase die mass of use values at the

disposal of all the countries concerned, and it may influence the

height of both the rate of surplus value and the rate of profit

in one or more of them. For example, if country A can get wage
goods more cheaply (in terms of its own labor time) by ex-

change with other countries than it could by producing them at

home, then the same real wage will be manifested in a higher

rate of surplus value, and hence also a higher rate of profit, with

trade than without trade. This was the main burden of Ricardo’s

defense of free trade and explains in good part why the English

capitalists, in the particular circumstances of the mid-nineteentK

century, were so strongly opposed to the Com Laws. Further, if

trade results in a ‘cheapiening of the elements of constant capi-

tal,’ to usf Marx’s phrase, the rate of profit is raised.*

It should be particularly noted that trade between two coun-

tries can affect the distribution of rhe value produced within

either one or both of them—for example by altering the rate of

surplus value in the manner already explained—but that it can-

not transfer value from one to the other. A more advanced

country, for example, cannot extract value from a less advanced

country by trade alone; it can do so only through the owner-

ship of capital in the latter. Several Marxian writers have argued

to the contrary, that trade does constitute a method whereby

value is transferred from backward lands to more highly indus-

trialized countries. Thus Otto Bauer, in discussing a trade rela-

tion of this sort, has the following to say:

The capital of the^ more highly developed country has the

higher organic composition of capital . . . Now Marx has made
it possible for us to understand that—thanks to the tendency to

an equalization of profit rates—the workers of each country do

* It will be recalled that this is one of the 'counteracting causes’ to the
falling tendency of the rate of profit discussed by Marx.



GENERAL CONSIDERATIONS 291

not produce value only for their awn capitalists; rather the sur-

plus value produced by the workers of both countries is divided

between the capitalists of both countries, not according to the

quantity of labor performed in each of the two biy according

to the quantity of capital active in each of the two countries.

Since, however, in the more highly developed country more
capital goes with the same quantity of labor, therefore the more
highly developed country attracts to itself a larger share of sur-

plus value than corresponds to the quantity of labor performed
in it. It is as though the surplus value produced in both countries

were first heaped up in a single pile and then divided among the

capitalists according to the size of their capitals. The capitalists

of the more developed country thus exploit not only their own
workers, but continually appropriate also a portion of the sur^

plus value produced in the less developed country,^

The trouble with Bauer's argument is that it assumes what it is

intended to prove. It takes for granted that the ^ualization of

pfbfit rates as between countries can be brought about through

trade alone, and then deduces that this must imply a transfer of

surplus value from the counoy with relatively less capital to

the country with relatively more capital. 'Fhe conclusioi) indeed

follows from the premise, but the premise is incorrect. It is no

more true that trade equalizes profit rates between two coun-

tries than it is that trade equalizes profit rates between two mo-
nopolized industries within a single country. Bauer applies

Marx's theory of the equalization of profit rates, which is based

on competition and mobility of capi^, to trade between coun-

tries without noticing that the conditions necessary for its valid-

ity are absent.

The situation ^changes, of course, as soon as we drop the as-

sumption excluding capital exports. Clearly the capitalists in low-

profit countries—generally speaking the countries in which ac-

cumulation has already gone farthest—will export capital to the

* Die Nationalitatenfrage und die Souaidemokratie^ pp. 246-7. The same
position is taken by Grossmann, Das Akkumulafions- und Zusammen-
brucbsgesetz des kapitalistiscben Systems, pp. 431 ft. Grossmann’s attempt
to show that this was also Marx*s view is unconvincing. For a discussion of
Man’s stand, relative to the conflicting arguments put forward by Smith
and Ricardo on this question, see Dobb, Politicid Economy and Capitalism,

pp. 22V-30. 6obb himself reaches conclusions substantially similar to those

set forth in the text above.

20
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higher-profit countries. The rates of profit j\ ill now tend tow ards

a single level, allowing as always for necessaiy risk premiums.

Moreover the capitalists in the low-profit countries will benefit

doublv. Abf Dobb explains the matter in reference to investment

in colonial areas:
4

Not only does it [investment in colonial areas] mean that the

capital exported ... is invested at a higher rate of profit than

if it had been invested, instead, at home; but it also creates a

tendency for the rate of profit at home ... to be greater than

It otherwise would have been. The latter occurs because the

plethora of capital seeking in\cstment in the metropolis is re-

duced by reason of the firofitablc colonial outlet, the pressure

on the labor market is relieved and the capitalist is able t(» pur-

chase labor-power at home at a lower price . . . Capital thereby

gams doubly: bv the higher rate of profit it reaps abroad and by
the higher ‘rate of surplus value’ it can maintain at home . .

It should be noted that international cc]ualit\ of profit rates t|^)es

not imply international ccjuahtv of rates of surplus value. So

long as free mobilin of labor across national borders is re-

stricted, for whatever reason, the woikcrs of sonic countries will

contin&e to be more exploited than others even if the rate ol

profit obtainalile bv capitil should be c\cr\ where the same.

The general effect of capital export is to retard the ripening

of the contradictions of the accumulation process in the capital-

exporting countries and to hasten their appearance in the capital-

importing countries. In short there is a tendency for the rate of

development of capitalism in the various parts of world cconomj

to be evened out b\" capital movements.

The foregoing analvsis pictures a world economy m which

freedom of trade and trccdom of ca[)ital movements arc the rule.

If this were a lealistic assumption we should be )ustified in ton-

eluding that the results of our closed-system analysis require but

slight modification to take account of the fact that the world is

divided into politically separated icgions. Actually, the assump-

tion IS far from realistic. The relations between countries have,

since the beginning of the capitalist epoch, constituted to a pecu-

liar degree the domain of economic policy, that is to say of

state action directed to the achievement of definite economic

go^ls. Since, for historical reasons which cannot be examined
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here, the.re have always been not one but numerous capitalist

states operating fn the international sphere, we have to take ac-

count not so much of the effects of a particular, even if chang-

ing, economic policy as of a clash of divergent and often con-

flicting economic policies. This circumstance has a profound

influence on the course of international economic relations; even

more important^ perhaps, it reacts uptm and modifies the internal

structure of the countries concerned. When we speak of world

ecTinoiny, therefore, we do nor mean merely the extension of

the relations of conimoditv production (increasingly capitalist)

to the widest conceivable area; we imply also qualitative changes

in the component parts of world economy.

Before proceeding to an examination of the nature and conse-

(juences of internal lonal economic policies it is desirable to note

some of the basic determinants of state action in this field. It

has already been pointed out in Chapter xiii t^iat the state is

bBoiighr into action to sohe economic prob’ftms as the\' arise

m the course of capitalist development and that, since the capi-

talist class contiols the state apparatus, the pressure to this end

is increased in proportion to the importance of the capitalist

interests involved. In the international sphere new' probfems are

continually emerging, partis, because it is the nature of capi-

talism to change, but c\cn more because the different parts of

W'orld ccoTKimy change at varying tempos so that their posi-

tions rclainc to one anothci are all the more unstalilc. .\lore-

over, each country has to adapt itself to the changing policies

adopted by the others. Those v hose interests are involved in

international trade and capital mosements comprise as a rule

large and influential sections of the capitalist class often with the

addition of other important groups, like large landed-proprietors

and independent peasants or farmers who rely on the sale of

commodities without being themselves capitalists. 'I'he latter

groups commonlv have some sha^’C in state powxr. The working

class has little direct interest in international matters, since the

commodity which it has to sell, namely labor power, by its

nature must be sold locally and cannot be dealt in across national

boundaries. (Consequently the working class exerts little pressure

on the foritiation of international economic policy, which is left

in the hands of those mmediately concerned who arc members
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of the nilii^ class and have access to the state power. Under the

drcomstances opposition to the use of state po^er is at a mini-

mum, and the actual content of economic policy depends upon
the outcome of a conflict of interests among different sections

of the ruling class. Finally, it is very important to note that in

international relations any policy which is adopted is at least in

port directed against outsiders and that on this ground it may
easily be possible, by appeal to sentiments of nationalism, patriot-

ism, and hostility to the foreigner, to secure the acquiescence

and even support of substantially the whole community. It is

much more diflicult to portray stare intervention in the internal

life of a nation in this light, and this is unquestionably one of

the decisive reasons why the state has always tended to be much
more active in the international sphere.

2. Economic Policy in the Period of Competition
“ .

In the period of competitive capitalism—roughly the first seven

decades of the nineteenth century—the economic policy^of capi-

talist countries with respect to foreign trade conformed more or

less closely to one of two basic patterns. The first, which was
practiced only in England, was the policy of free trade; the

second, which held sway throughout the rest of the capitalist

world, was the policy of limited protection for industrial pro-

duction. For our purposes the policy of limited protection may
be illustrated by the case of the United States. Let us examine

the two in turn.
^

Ejigland emerged from the eighteenth century with her indus-

try far in advance of that of any other country. The textile,

mining, and metallurgical industries, which were the spearheads

of the industrial revolution, were almost from the outset de-

pendent for their prosperity upon the export market and had

nothing to fear from foreign competition. On the other hand

the still politically dpminant landed interests were well protected

by a system of tariffs and export bounties: tariffs to check the

import of foreign grain when the English harvest was poor

and prices high, bounties to reduce the domestic supply and

keep the price up when the harvest was good. With the growth

of population and its concentration in industrial centers, it be-
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came necessary regu^ffly to import agricukaaral products, and it

soon became clear that die whole system of ^[ricultuial^protec-

tion stood in dnrp contradiction to die interests of industrial

capital. There began the famous struggle for the nepeal of the

Com Laws which ended in 184<$ with the victory of free trade

and the stripping of much of its remaining political power from

the landlord class. Hilferding described the underlying issues in

this strag^e with admirable clarity:

The manufacturers had nothing to fear from the import of

foreign industrial products since their establishments were tech-

nically and economically far superior. On the other hand, how-
ever, the price of grain constituted the most important element

in the 'price of labor,’ and this factor was all the more important

in determining industrial costs because the organic composition

of capital was still low and the share of livii^ labor in the value

of the total product correspondingly high. The^openly avowed
iqptive of the English tariff campaign was thocheapening on the

one side of raw materials, on the other side of the price of

labor power.*

Ricardo, with his usual frankness, justified free trade largely in

these terms, though for the most part its adherents rested their

case on the advantages, in terms of multiplied use values, which

would allegedly accrue to the great majority of the peoples in

all the trading countries. It is noteworthy that the working class

took little direct part in the struggle, though it utilized the split

between industrialists and landlords to former its own campaign

for factory l^islation.

While ^e victory of free trade was being won in England a

similar stru^le,,though with the roles reversed, was going on in

the United States. Here industry was in its infancy and unable

to compete successfully, except on a very restricted basis, with

English products. On the other hand agriculture, and particu-

larly cotton, the mainstay of the southern slave economy, was to

an increasing degree dependent upon the export market. More-

over the agricultural classes were interested in buying industrial

products as cheaply as possible. As a result incipient American

industrialism, particularly in the northeastern states, clamored

for protective tariffs, while agriculture, led by the old south,

hffid the system of fire trade. For a considerable period th»issue
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was partially resolved through a series of ,compromises. Tariffs

were imposed^ but they were notably more effective in filling

the public treasury than in fostering the growth of industry;

on the whoi*e the system remained more one of free trade than

of protection, but it was genuinely satisfactory to no one. Under
the circumstances the tariff question became one of the central

points of conflict between the north and the south leading to

the Civil War. With the victory of the north the backbone of

the free-trade interest was broken, and the United States entered

upon a course of greatly increased protection for its rapidly

expanding industries.

We sec that the achievement of political dominance bv indus-

trial capital led in England to a policv of free trade and m the

United States to a policv" of protection at a time when the indus-

trial structure of both countries was largeK competitive. It is

therefore incorrect to speak of ‘the’ economic policy of com-

petitive capitalisnr in the international sphere. 'I here are tv-o

basic policies (of course with minor variants), and which one is

adopted depends upon rhe stage of development in •which a

countrv’^ finds itself and its posiiion vn-a ro the other countries

with winch It maintains relations. I here is one fuither point

which needs to be stressed in this connection. 1 he iindci Iv ing

theories advanced by the spokesmen o{ industrial capital in the

tw'O countries were tundamcntally identical. Such adherents of

protection in this country as Henry Carey did not disagree with

the English free traders as to the ultimate superiority of lice

trade. They held, however, that an industrially backward coun-

try like the United States ought to use protection as a transi-

tional device to catch up with England (the so-called infant-

industries argument). When capital equipment and skills had

been built up to equality with the more advanced country, the

tariffs should be abandoned in favor of free trade and each

country should be allowed to enjoy the full benefits of the inter-

national division of labor. Hence we may say that free trade is

the ideology of competitive capitalism even though it is actually

put into practice only under special conditions.

A second aspect of economic policy in the period of competi-

tion concerns the relations between the economically advanced

countries and the backward areas of the world with economic



rCONOMlC POLICY IN THE PERIOD 01‘ COMPETITION 297

systems sj:ill very largely pre-capitalist. In this connection the

main characterisfics of the Mercantilist period, from the six-

teenth century well into the eighteenth century, must be re-

called. The major trading nations (Spain, Holland, Vrance, and

England) had built up colonial empires of world-wide scope, a

process involving frc(]uent armed conflict bet\^cen two or more
of the participants. The underlying purposes of the colonial sys-

tem were three in number; to secure the safety and property of

the merchants engaged in the cohuiial trade (primarily monopo-

listic trading companies), to exclude the competition of foreign

merchants, and to regulate the terms of trade between mother

country and colony m such a wav as to ensure that the lion’s

share of the benefit would accrue to the former. Mercantilism

was thus characterized by the pursuit of an active and aggressive

colonial policy.

The nineteenth century witnessed a sharp change. Spain and

Holland had already liecn reduced to the rank of second-rate

powers no longer able to exercise a decisive influence on the

development of world economy'. France, after her defeat in the

Napoleonic wars, turned to the intensive development of her

internal economy on an industrial liasis. England, alone among
the great colonial powers, was apparently in a position to extend

the scope of her imperial interests and intensify the exploitation

of the backward areas of the world almost at will. But nothing

of the sort happened; on the contrary, the rise to dominance of

competitiv e industrial capital altered the tenor of colonial policy.

I'he elaborate restrictions and regulations of the Mercantile sys-

tem wxre felt to be so many tettcis on the freedom of capital to

expand and enter whatever line of activity it chose; the products

of English factories needed no exclusive privileges to conquer

the world; the maintenance of the empire was costly and seemed

tv) many to be unnecessary. Almost every aspect of Mercantilism,

including its colonial policy, came in for severe attack, along

with the Corn Law^s, at the hands ol the free^ trade party. To be

sure the actual setting free of the colonies remained no more

than a demand of the radical free traders. The requirements of

security of life and property made hasty action undesirable, and

the vested •interests in |obs and pensions of important elements

of the governing clai- could hardly be ignored. It is evendtrue
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dut importanc new areas were broi^t tuifler ftidsh rule in the

middle years of the century. Nevertheless rdations with the

colonies were significantly Uberalized, and people everywhere

looked forward confidently to the day when the backward areas,

better educated to the rights and obligations of civil society,

could take their place as self-governing units 'in a world com-
monwealth of nations.

As to export of capital in the period of competition, it seems

reasonable to say that this had not yet achieved the status of a

major problem influencing the pattern of economic policy. The
rapid growth of population and the advance of industrialization

which characterized the period created vast opportunities for the

accumulation of capital in most of the countries where stable

capitalist relations had been established. Under the circumstances,

and considering the inevitable risks involved, capitalists generally

were not disposed to search for profitable opportunities for in-

vestment outside (he boundaries of their own countries. England

again was an exception—Holland and certain financial centers in

a still disunited Germany should> be added for the sak/ of com-

pletenep—but English capital had little trouble in finding lodg-

ment abroad under satisfactory conditions which required a

minimum of attention from the English government. A very

large part of English capital export during this period, it should

be remembered, went to the Americas and particularly the

United States where it mingled with the rising tide of American

accumulation. The problem of creating favorable conditions for

capital investment, by destroying ^ore-capitalist forms of econ-

omy or warding off the dangers of awakened nationalism in

backward areas, was still laigely for the future.,

Let us now summarize the main characteristics of economic

policy in the period of competitive capitalism. Qearly the de-

cisive factor overshadowing all others on a world scale was the

pre-eminence of English industrialism. This produced a policy

of free trade in England and a policy of limited protection (over

the opposition of agricultural producers) in the less developed

industrial states. In die colonial sphere, England, even though she

had far outstripped or vanquished her chief rivals, turned away
from the aggressive and expansionist path of the previous period.

Along widi the Com Laws and the monopolistic privileges and
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restrictions of Mei^uitilism, the colonial system itself fell into

disrepute with the spokesmen of industrial capital, though, for

a variety of reatons, its actual abandonment remained no more

than a hope for the future. FinaUy, capital export«had not yet

become a major problem influencing economic policy.

3 . The Transformation of Economic Poucy

During the final quarter of the nineteenth century there oc-

curred a sea change in the methods and objectives of economic

policy throughout the capitalist world. Three basic factors were

responsible: (1) the rise of other nations, notably Germany and

the United States, to a position from which they could challenge

England’s industrial supremacy; (2) the emergence of monopoly

capitalism; and (3) the maturing of the contradictions of the ac-

cumulation process in the most advanced ca{^list states. For

theoretical purposes it is necessary to analyse these three factors

separately, though in practice they are inextricably interrelated.

Let us begin with the efiects*of monopoly on economic policy

in the international sphere.

The objective of monopoly is the reaping of extra profits

through raising price and limiting supply. If foreign producers

have access to die monopolist’s market, however, it may be im-

possible to achieve this objective. Consequently monopoly capital

demands tariffs. Moreover it demands tariffs not only high

enough to equalize advantages enjoyed by foreigners—such ad-

vantages indeed may already belong to the monopolist rather

riian to his rivals—but rather tariffs high enough to exclude the

foreigner from* the market under all conditions. For the mo-

nopolist, ‘the striving for higher tariffs is just as unlimited as the

striving for profits.’* This fact alone signifies a fundamental

change in the character of protectionism, which is well described

by Hilferding:

The old tariff policy had the task ... of accelerating the

growth of an industry within the protected borders . . .

It is otherwise in the period of capitalist monopolies. Now die

mightiest,* most-able-to-export industries, about whose c^Mdty
to compete on the world market there can be no doubt and for
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which according to the old theory tariffs should have no. interest,

demanihigh protective duties/

This is not the end of the story. The rcsiriction of supply which

the monopolist is forced to practice has serious disadvantages.

It inhibits the optimum utilization of plant capacity and prevents

the full enjoyment of the benefits of large-scale production;

moreover it forces the accumulated capital of the monopolist to

seek outside investment outlets instead of serving the purpose

of expanding his own production facilities. Consequently he

seeks to overcome these disadvantages by entering the export

trade, and in order to assure to himself as large a share as possi-

ble of the world market he is ready to undersell his foreign com-
petitors. I'his he can afford to do because he is fortified by the

extra-profits of the protected domestic market; but it must not

be assumed that he loses as a result. The lower costs of larger-

scale production may raise the profit on domestic business and

make it possible for him to show more profit on the foreign salfs

than he would be able to earn had he invested his capitalJn some

non-nionopohzed home industry.’ This system of ‘subsidizing’

foreign falcs from the profits of domestically protected mo-
nopoly is known as ‘dumpir>g.’ Hilferding described its implica-

tions as follow's:

With the development of the subsidy system, protective

tariffs completely change their function, even turn it into its

opposite. From being a means of defense against foreign con-

quest of domestic markets they become a means of conquering

foreign markets, from a w eapon of protection for the weak they

become a weapon of aggression for the strong.^

When several national monopolies in the same industry are

simultaneously engaged in strenuous rivalry on the w'orld

market, perhaps each of them resorting to the practice of dump-
ing in an effort to enlarge its share, the kind of cutthroat compe-

tition which was eliminated by the formation of a monopoly at

home is reproduced on an international scale. The result fre-

quently is the same, namely, the reaching of an agreement, per-

haps in the form of an international cartel, to partition the avail-

able business among the contending parties. Some wf iters have

seen in these internationai cartels a sign of a growing harmony
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of interes.ts among the capitalist countries. This is an error. Such

an agreement is Ynore in the nature of a peace treaty viiich is

observed only until one signatory feels strong enough to break

it with advantage. Since the different countries de\^lop at un-

even rates such a time is sure to come. The international cartel

IS merely the means of temporarily stabilizing an existing situa-

tion so that all the members may avoid useless losses; it is never

a means of wiping out the underlying conflict of interests be-

tween national monopolies.*

Two other effects of monopoly must be mentioned. We have

noted that monopoly restricts the field for capital accumulation

and that this heightens the interest of the monopolist in expand-

ing his export market. It also stimulates the search for profitable

foreign fields for the investment of capital; in other words it

gives an impetus to capital export. In so far as the capital seeking

foreign lodgment is that of the monopolist himself, capital ex-

pert often takes the special form of ‘direct mvestment,* that is

to say, the establishment of branch factories in foreign countries.

This IS particularly likely to bg the case when the monopolist is

prevented, by tariffs or otherwise, from expanding his exports

into the areas in question. Finally, the highest desiderata^ of mo-
nopoly capital must alvv ays remain the extension of the range of

monopolized products on the one hand and the expansion of the

protected market on the other. Both of these objectives call for

expansion of the ternterv under the political domination of the

monopolist’s own country. The dcsift of monopolists to have

exclusive access to scarce raw materials which can be used to

exact tribute from the whole uorld is particularly strong, and

this can be accomplished much more expeditiously when con-

cessions and protection from the state are readily forthcoming,

that IS to say, if the raw material producing region is under the

control of the monopolist’s state. Colonies producing valuable

raw^ materials are not only or even primarily sought after to

ensure a source of supply to the mother country, as is often

argued; the purpose is more often to ensure a source of extra

profit to the monopolists of the mother country. The expansion

of the monopolist’s protected market likewise requires terri-

•

•The point is ably argued by Hilferding, Das Finanzkapital, pp. 392-3

and was stressed by Lenin, Imperialism^ Chapter v.
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toiial annexations since only in this way can new costomefs be

brought within the confines of the national tariff system. In dus

connection, it makes no difference in principle whether the addi>

tkmal terricoiy is industrially backvrard or advanced so long as

the monopolist believes he will be able to take over the market

for his own products. Near-by industrial stales and far-away

colonies are equally gri.st to the monopolist’s milL Gonsequendy

in the matter of colonial and territorial policy monopoly capital

is expansionist and annexation^

The significance of the appearance in the world arena of

nations competent to challenge England’s industrial supremacy

requires but little emphasis. If one were to search for turning

points in this development one would unquestionably select the

Civil War in the United States and the Franco-Pmssian War (as

die culmination of the German wars of unification) on the conti-

nent of Europe. These events marked the emergence of die

United States and’Germany, and to a lesser extent of France*in

spite of her military defeat, as powerful industrial nations. Under
the new circumstances, English capital, though it still had litde

to fear so far as its domestic market was concerned, had to look

forward to increasingly severe competition on die international

market. It could no longer safely regard the world as its pre-

serve; not only did it have to face the possibility of competition

in new areas, there was even the danger, not immediate perhaps,

of being dislodged from piositions in which it had long been en-

trenched.
*’

The immediate outcome was a tightening of the bonds of em-

pire and a revival on all sides of an aggressive colonial policy.

Africa, which had been less than 10 per ceqt under outside

domination in 1875, was almost completely partitioned by the

European nations during the next twenty-five years. Even the

United States, still deeply engaged in settling the open spaces

of the North American continent, entered the colonial lists

before the close of ^he century as a result of the Spanish-Ameri-

can War.
Much of this renewed activity in empire building was of a

protective or anticipatory character. When one country lays

claim to an area, it follows as a matter of course that die na-

tionals of ocher countries will at the very least be at a serious
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disadvant^ in doing buaness there. Consequendy, though £i^-
lish capitalists may have little to gain through annexation by
dieir own country, they may have much to lose through annexa-

tion by France or Germany. As soon as rivals appear on the

scene, each country must make every effort to protect its posi-

tion against the incursions of the others. The result may appear

to be a net loss, but this is only because the measurement is made
from an irrelevant base. What is important is not the loss or gain

compared to the pre-existent situation, but rather the loss or

gain compared to the situation which would have prevailed had

a rival succeeded in stepping in ahead. This is a principle of wide

application in the economics of monopoly; when applied to the

building of colonial empires it may appropriately be referred to

as the principle of protective annexation.* Qosely related in

some ways is the urge to annex territories which, though of litde

or no present value, nevertheless may become valuable in the

future. This may be called the principle of arAicipatory annexa-

tion. Protective and anticipatory annexations played a very im-

portant part in the late-nineteegth-century scramble for still un-

claimed parts of the earth’s surface. Finally, we must not forget

considerations of a strategic nature. An empire must be defensi-

ble from a military standpoint, and this obviously implies die

need for well-placed land and sea bases, lines of communication,

and so forth.

The change in attitude towards colonies which we have been

discussing originated with the appearance of serious rivals to

England’s world industrial sijpret.iacy. Our previous analysis of

the effect of monopoly on economic policy should make it clear

that the new colonial policy received a mi^ty impetus from

the development of monopoly capitalism in the closing decades

of the nineteendi century.

The third fundamental factor contributing to die transforma-

tion of economic policy is the maturing of the contradictions of

the accumulation process in the advanced (Capitalist countries.

The underlyii^ theory has been presented in detail in Piart m
* Maniaii writsn on imperialism have not as a nile snfficiendy stieaaed

this factor m the extension of cdoiual empires. A notable exception is

Grassmami, IW AUamadatiom- md Zusammenbruehsgesetz de$ ki^iud-

istiteben Systmit, pp. 45i*<f.
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and will not be repeated here. We need only recall that both

the failing tendency of the rate of profit* and* the tendency to

underconsumption put ever-growing obstacles in the path of

accumulati<}.n. To an increasing extent accumulation in the ad-

vanced countries takes the form of capital export * to backward

regions where wages arc low and profits high,«^whcre the poten-

tial abundance of labor supply and the low level of industrializa-

tion obviate, at least for the time, the dangers of underconsump-

tion. But it must not be supposed that capital finds everything

in readiness to receive it in the backward regions. I hc native

populations have their own accustomed ways of making a living

and are far from eager to enlist in the service of foreign capital

at meager wages. Consequently the areas must be brought under

the jurisdiction of the capitalist state and conditions favorable

to the growth of capitalist relations of production must be forci-

bly created. Hilfcrding wrote:

As alw’^ays, w^hen capital finds itself for the first time face^to

face with relations which stand in the way of its need for self-

expansion and which would be a*/crcome by economic processes

only gradually and much too slowly, it appeals to the state

power and puts the latter into the service of forcible expropria-

tion which creates the net^essary free wage proletariat, whether

it is a case, as in the early days, of European peasants or the

Indians of iMcxico and Peru, or w hether it is a case, as today,

of the negroes of Africa.®

This IS the first, but nl)t the only, reason vj^hy capital export

to backward countries makes for
^
an active colonial policy. A

second reason is that, as more and more advanced countries reach

the stage of capital export, rivalry for the mosjt profitable fields

of investment becomes intense, and the capitalists of each nation

appeal to their own governments for assistance. This is most

easily given by turning the backwvard regions into colonies from

which the nationals of other countries can be wholly or par-

tially excluded. Here again protective and anticipatory motives

play a role. Finally, a third motive for a colonial policy emerges.

To quote again f/om Hilferding:

• As Lenin expressed it, ‘The nccessiu^ for exporting capital arises from
the fact that in a few countries capitalism has become “over-ripe” . .

.’

Impmialisnty p. 58.
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In the newly opened lands themselves the imported capitalism

. . . arouses the» eve/-growing opposition of the people, a\\ ak-

cned to national consciousness, against the intruders . . . fhe
old social relations arc completely revolutionized, the agrarian,

thousand-year-old unity of the ‘nations without a history' is rent

asunder . . . Capitalism itself gradually gives to the oppressed

peoples the means and the method of achieving their own libera-

tion. The goal, w'hich once w'as the loftiest of the European
nations, the creation of a national state as a means to economic
and cultural freedom, now becomes theirs. These independence

movements threaten European capital preciseb/ in its most valu-

able . . . fields of exploitation, and to an ever increasing degree

the latter finds that it can maintain its mastery only through the

continual increase of its instruments of force.

Consequently the ciy’^ of all capitalists interested in foreign

countries for a strong state pow'cr, the authority of which can

protect their interests in the farthest corners of the globe . . .

But export capital feels best satisfied with the^complcte domina-

tion of the new^ regions by the state powder of its own country.

For then the capital from other countries is excluded, it enjoys

a privileged position, and its pfofits arc guaranteed by the state.

Thus capital export too makes for an imperialist policy.^^

It must not be supposed from anything that has been said

about capital export that it directly contributes to a rapid indiis^

trhxlhMiou of backw^ard areas. The fields into which capital

tends to flow’ arc rather 'government-guaranteed loans for various

kinds of public w’orks, railroads, public utilities, exploitation of

natural resources, and trade: in shon, activities which do not

compete w ith commodity exf^ort . from the industrially advanced

countries. Capital export therefore leads to a very one-sided de-

velopment of tfie economies of the backward areas. A native

bourgeoisie emerges and attempts to foster the growth of native

industries, but the obstacles arc foniiidnble and progress is at

best slow'. Meanwhile the destruction of handicraft industry by

cheap manufactured imports drnc.s a larger proportion of the

native population onto the land. In this w'ay wx sec the genesis

v)f the fundamental economic contradiction of backward regions,

the cver-mountin" aerrarian crisis. The interests of both nativeP o
bourgeoisie and native masses are sacrificed to the needs of capi-

tal in the advanced c gantries. Both classes consequently unke in
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a genuinely national movement for freedom from foreign domi-

nation. It is this movement, as Hilferding points out in the quo-

tation above, which forces the imperialist powers to a continual

strengthening of their grip on the backward areas.*

It should be obvious that in so far as monopoly stimulates

capital export—and we have seen that there iS every reason to

believe that it docs—it contributes to the new colonial policy

through this channel as well as through those which have already

been discussed.

We have now seen how monopoly, the challenge to England’s

world economic supremacy, and the maturing of the contradic-

tions of the accumulation process in the advanced countries com-
bined to effect a complete transformation in the character of

economic policy in the closing decades of the nineteenth cen-

tury. For free trade or limited protection there was gradually

substituted unlimited protection; for free competition on the

world market theie was substituted the cutthroat competition of
national monopolies now and again mitigated by international

combines of a more or less stable character; for indi^erence and

even hostility to the colonial empires inherited from the days of

Mercantilism there was substituted a renewed and doubly ag-

gressive colonial policy designed to corner valuable sources of

raw materials, extend the scope of protected markets, and guar-

antee profitable investment outlets for exported capital. We
have, in short, surveyed the emergence of those features of the

latest stage of capitalist development which led Lenin to give to

it the name of ‘Imperialism.’ But it goes almost without saying

that such a fundamental overturn in the relations of world econ-

omy could not but have profound effects upon every other

aspect of capitalist economics and capitalist politics. Therefore in

the next chapter we shall devote further attention to the nature

and consequences of imperialism.

* This whole problem is discussed at greater length in the next chapter.
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IMPERIALISM

1. Introduction

Imperialism may be defined as a stage in the development of

world economy in which (a) several advanced capitalist coun-

tries stand on a competitive footing with respect to the world

market for industrial products; (b) monopoly capital is the

dominant form of capital; and (c) the contradictions of the ac-

cumulation process have reached such maturity that capital ex-

port is an outstanding feature of world economic relations. As
a consequence of these basic economic conditions, we have two

further characteristics: (d) severe rivalry in the world market

leading alternately to cutthroat competition and international

monopoly combines; and (e) the territorial division of 'hnoccu-

pied’ parts of the world among the major capitalist powers (and

their satellites). With minor qualifications, this is the definition

of imperialism proposed by Lenin.* Lenin’s book on imperialism,

*A comet definition of imperialism, according to Lenin, Vill include

the following five essential features;
*

*1. The concentration of production and capital, devdeped to such a

high stage that it has created ntenopulies which play a aecisive role in

economic life.

*2. The meiging/)f bank capital widi industrial capital and the creation,

on the basis of this ’‘finance capital,” of a financial oligarchy.

‘3. The export of capital, as distinguished from the export of com-
modities, becomes of particularly gmt importance.

*4. International monopoly comoines ot capitalists are formed which
divide up the world.

‘5. The territorial division of die w^Hj by the greatest capitalist powers
is completed.’ Imperialism, p. 81. •

Lenin evidendy presupposes our point (a), and we have omitted his

item (2). It has already been explained (above, p. 269) that what is sound
in the concept of ‘finance capital,’ indudin^ me dominance of a small

olig^hy of Dig capitalists, is comprehended m our concept of ‘monopoly
capital.’ Coftsequendy, to retain Lenin’s second feature would be either

redundant or mislea^g

21
307
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it should be remembered, was brief and much of it wgs devoted

to supimarizing supporting facts and figutes. The more detailed

theoretical analysis of the preceding chapters may help to

demonstra^p the consistency and appropriateness of Lenin’s con-

ception of imperialism.

The international antagonisms of imperialil,m arc fundamen-
tally the antagonisms of rival national capitalist classes. Since

in the international sphere the inter<?sts of capital are directly

and quickly translated into terms of state policy, it follows that

these antagonisms assume the form of conflicts between states

and thus, indirectly, between whole nations. The resultant pro-

found eflFects upon the internal economic and social structure of

the capitalist countries must now be examined.

2. Nationalism, Militarism, and Racism

In the formative period of capitalist society, nationalism and
militarism together played an indispensable role. Nationalism

was the expression of the aspiration of the rising itiiddle class

for economic unity and cultural freedom as against the sepa-

ratism *and obscurantism of feudal society; militarism was the in-

evitable means to the end. There are those who do not like to

admit that militarism ever played a constructive historical role,

but, as Rosa Luxemburg put it, ‘if we consider history as it was—
not as it could have been or should have been—we must agree

that war has been an indispensable feature of capitalist develop-

ment.’ ^

In the period of imperialism, nationalism and militarism, still

bound together like Siamese turns, undergo a change in their

character in the advanced countries, though retaining their

earlier function and significance in the case of oppressed nation-

alities and acquiring these characteristics for the first time in the

backward and colonial areas of the world. In the advanced coun-
tries, nationalism and militarism cease to serve the purpose of

realizing internal unification and freedom on a capitalist founda-
tion and instead become weapons in the world struggle among
rival groups of capitalists. Militarism, the use of organized force,

is a necessary aspect of such a struggle, though as Jong as un-
claijned territory still remains to be occupied it may not lead to
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open conflict between the powers. Nationalism is no less vital,

for without the goals of national honor and greatness, the«masses

would lack the enthusiasm and willingness to sacrifice, so neces-

sary to success in the imperialist struggle. This is npt to argue,

though the contrary is often implied, that nationalism is an arti-

ficial sentiment oeliberately stirred up by capitalists for their

own ends; on the contrary, it is precisely the deep roots which

nationalism struck in wide strata of the people in the formative

period of modern society that makes it such an important factor

in the period of imperialism. In this connection Hilfcrding cor-

rectly speaks of the ‘remarkable twisting of the national idea*

away from a recognition of the right of self-determination and

independence and towards the glorification of one’s own nation

as against others.* In spite of this, it is significant that nanonalism

continues to bear the marks of its origin. Even when it is most

obvious that it is being invoked in the interests^ of domination,

tire vocabulary of ‘freedom,’ ‘liberation,’ ‘self-determination,’ and

so on, IS faithfully retained.

The rise of militarism to a p^osition of permanent and steadily

growing importance in all the imperialist nations has far-reaching

economic cons quences. In the first place, it fosters the Sevelop-

ment of a group of specially favored monopolists in those indus-

tries, like steel and shipbuilding, w^hich are most important to

the production of armaments. The munitions magnates have a

direct interest in the nid mium expansion of military production;

not only do they benefit in the forSi of state orders but also

they arc afforded safe and li^'rat* ’e outlets for their accumulated

profits. Hence it is these elemc ts of the captalist class which

take the lead in^calling lor an aggressive foreign policy. In the

second place, since military expenditures perform the same eco-

nomic function as consumption expenditures,! the expansion of

armies and navies constitutes an increasirgly important offsetting

force to the tendency to undert^^. ^umption. From the point of

view of the functioning of the economy a^ a whole, therefore,

it becomes ever more dangerous to restrict the magnitude of

• jyas Finanzkapttal, p. 427. Several pages by Hilferding on the ideology

of imperially, including *'he passage cited here, have been translated and

are presented as Appendi'-' B below.

tSec above, p. 233.
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militaiy outlays. Finally, to the extent that production of arma-

ments ^utilizes labor power and means of production for whidi

there would otherwise be no demand, militarism actually pro-

vides the capitalist class as a whole with increased opportunities

for profitable investment of capital For all these reasons, and

quite apart from the necessities engendered by* imperialist rival-

ries, militarism tends to develop its own expansionist dynamic in

capitalist society. As Rosa Luxembiug, writing in 1899, very

truly said:

What demonstrates best the specific character of present-day

mili^ism is the fact that it develops generally in all countries

as a consequence, so to speak, of its own internal mechanical

motive power, a phenomenon which was completely unknown
several decades ago. We recognize this in the fatal character of

the impending exploaon which is inevitable in spite of the com-

S
lete inconclusiveness of the objectives and motives of the con-

ict. From a motor of capitalist development militarism his

turned into a capitalist disease.^

Along with the transformation in the character of nationalian

and militarism there emerges a new, pseudo-scientific justifica-

tion for the policy of imperialist expansion, namely the theory

of racial superiority. The relation of racial ideology to imperial-

ism was clearly explained by Hilferding:

Since the subordination of foreign nations proceeds by force,

that is to say in a very natural way, it appears to the dominant

nation that it owes its mastery to its special natural qualities, in

other words to its racial characteriiitics. Thus in racial ideology

there emerges a scientifically-cloaked foundation for the power
lust of finance capital, which in this way demot.strates the cause

and necessity of its operations. In place of the democratic ideal

of equality there steps the oligarchical ideal of mastery.*

It is true that the doctrine of racial superiority as such was not

novel The Frenchman Gobineau, writing in the 1850s, was one

of the earliest and' most influential exponents of the modem
pseudo-science of race. Gobineau’s purpose, as he frankly ad-

mitted, was to combat the rising tide of democratic opinion on
the European continent and to establish the natural right of the

aristocracy to rule over France. The French aristocracy, Gobi-
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nesu atgped, was originally of Germanic extracrion while die

mass of die French people were Gallic or Celtic. Since d\p Ger>
manic race is 'superior* it followed that the aristocracy ruled by
virtue of its inherent characteristics. This theory not calcu-

lated to arouse much support in France, but several decades later

it was endiusiastically taken up by the exponents of German
expansion and in this way became the starting point of modem
German racial ideology. At about the same time in England,

and to a lesser extent in America, the 'white man’s burden’ was

being somewhat belatedly discovered and turned into a 'humani-

tarian’ justification of Anglo-Saxon world domination.

The usefulness of the theory of racial superiority, it was soon

discovered, is not limited to the justification of foreign conquest.

The intensification of social conflict within die advanced capi-

talist countries, which will be more fully analysed present^, has

to be directed as far as possible into innocuous cl\annels-tnnocn-

o’ls, that is to say, from the standpoint of capitalist class rule.

The stirring up of antagonisms along racial lines is a convenient

method of directing attention away from class struggle, which,

as Hilferding points out in another connection, ‘for die pos-

sessing class is both fruidess and dangerous.’ * GonsequeiAly anti-

Semitism, which during the nineteenth century was generaUy

believed to be disappearing from the more advanced capitalitt

countries, is revived and takes its place among the ‘scientific’

discoveries of the nev' racism. Discrimination against real or

imaginary racial minorities, moreoveiv has the full sanction of

monopolistic economics, for in this way jobs and investment

opportunities can be denied*to the disadvantaged groups, their

wages and profits can be depressed below prevailing levels, and

the favored sections of the population can reap substantial ma-

terial rewards.

3. Imperialism /no the Classes

In order to analyse the impact of imperiSlism on the internal

social conflicts of capitalist society, it is necessary to digress

briefly to call attention to certain characteristics of advanced

capitriism .which have so far remained largely unremarked.

In the first place, fhere is a marked tenancy for the in(prests
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of large property-owners to merge under the leadership of mo-
nopoly. capital. Under a regime of corporations,* the ancient con-

flict between industrialists and big landowners tends to disap-

pear; all sorfs of physical assets are merged in the corporate bal-

ance sheet, and corporate securities are a common medium for

the investment of surplus value whether its scarce be one type

of property or another. Moreover with the development of mo-

nopoly in industry on the one hand, and the opening up of new
agricultural countries on the other, the old dispute over tariff

policy loses its meaning; all sections of the propertied class unite

in demanding protective duties. This is not to say that conflicts

of interest among large property owners can ever be eliminated;

their severity, however, is reduced and has a diminishing signifi-

cance for the formation of ruling-class policy. Hilferding gives

an acute analysis of this trend for the case of Germany; * in

spite of differences in national conditions, which may assume

great importance in times of crisis, the trend goes forward p.'Pi

passu with the accumulation process all over the capitalist world.

Secondly, along with the unification of propertied interests

goes the unification of the interests of the workers. In their

struggle for higher wages, shorter hours, and better working

conditions the ^\orkers in one industry after another discover

that their strength lies in organization and co-operation. Conse-

quently trade unionism grows up and spreads to ever wider sec-

tions of the working class. On the basis of experience in co-

operation for the attainment of common ends the workers form

their ovn political parties to win foncessions which lie outside

the reach of the economic struggle alone. On these foundations

there arises a class consciousness and solidarity ajriong the w'ork-

ers which fosters cennmon action and common policies in all

fields and makes possible the achievement of economic gains and

political concessions which would otherwise be unattainable.*

• It is beyond the scope of the present work to investigate in detail

the consequences fnr ^hc functioning of capitalism of trade unions and
legislation favoring the working class. It may be noted in passing, how-
ever, that the specific introduction of these factors does not suspend any
of the fundamental laws of the accumulation process which have already

been discussed. The primary effect is to raise wages. Since a slowing
down in the rate of population growth also has the tendehey to raise

wage^tke analysis the two phenomena is essentially similar. The rate
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This process w*as already well under way in England by the

middle of the nineteehth century, but in the capitalist wqjcld at

large it develops .fully only during the imperialist epoch. Thus

so far as capitalists and workers are concerned, iiTy>erialism is

characterized by a tightening of class lines and an intensifica-

tion of class struggle. This occurs independently of the special

international characteristics of imperialism.

Thirdly, between capitalists and workers there stands an array

of middle groups belonging to neither of the basic classes of

capitalist society. Some of these are declining in importance, for

example the independent farmers who are gradually succumbing

to the spread of capitalist agriculture and hence tend to become

(in a very few cases) capitalists or (in the vast majority of cases)

wage workers or propertyless tenants; handicraftsmen and genu-

inely independent tradesmen also decline in numbers and impor-

tance: these are, in short, the groups w hich Marx ind Engels had

in mind when they spoke in the Coinvnmisu Manifesto of the

disappearance of ‘the lower strata of the middle class- the small

tradespeople, shopkeepers, and retired tradesmen generally, the

handicraftsmen and peasants.' i?longside these declining sections

of the middle class, however, there are the ‘new middle*classes'

which are brought into being by rising living standards, cen-

tralization of capital, and the growth of monopoly. The new
middle classes include such diverse groups as industrial and gov-

ernmental bureaucrats, ' .lesmcn, publicists, dealers who arc in

of surplus value and hence also the rate of profit is reduc>.'d. Capitalists

react to this liy stepping up the rate of introduction of ncM^ machinery;
the reserve army is swelled. But fincc trade unions, unemployment insur-

ance, et cetera, prevent ihe reserve army from c\'crrising its full depress-

ing effect on wagQ^, the process now becomes more or less continuous.

Mechanization leads to a rapid growth of the means of production, but

consumption is not appreciably stimulated since the higher wage rates are

ofisec by the greater volume of unemplo) ment. Hence, paradoxically,

trade-union action rends to intensify the tendci cy to underconsumption.

(For a fuller exposition of the effecr^ nf a declining rate of population

growth, see above, pp. 222 f.)

The fact that trade union action docs not grcatlf improve the position

of the working class as a whole is one of the most important forces

driving it on to political action. When it is discovered that here too

capitalism puts definite limits to the gains which can be realized, the

working class is at length forced by experience to change its goals from

refonn withfti the framework of capitalism to the overthrow of capitilism

and the establishment of socialist economy.
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fact if not in form employees of big capital, professionals, teach-

ers, aivi so forth. In ^e period of imperiilismi pardcalarly be-

cause of the expansionary effect of monopoly on the distributive

machinery, /hese groups grow not only absolutely but also as a

proportion of dte toul population, llie numerical importance

of the middle classes, old and new, should not,' however, lead us

to evaluate their role as we do that of the capitalists and workers.

Instead of a growing solidarity of interests expressed in closer

organizational unity and more conscious and effective political

action, we find among the middle classes the utmost confusion

and diversity of interests and aims. An objective basis for organ-

izational unity and consciously oriented policy is lacking except

in the case of relatively small groups which are too weak to be

effective and often work at gross purposes into the ba^ain.

Hence it is the fate of the middle classes in the period of ripen-

ing capitalist contradictions to be squeezed between the extor-

tions of monopol]!' capital on the one hand and the demands bf

the working class for better conditions and greater security on

the other hand; this much, at any rate, they all have in common,
and it j,s this which determjpes the basic attitude characteristic

of nearly all sectors of the middle classes. The attitude in ques-

tion is hostility to both organized capital and organized labor

which can manifest itself in seemingly contradictory ways. On
the one hand the middle classes are the source of various de-

grees of non-proletarian jinti-capitalism; on the other hand of

Utopias in which all organized class power is dissolved and the

individual (i.e. the unattached member of a middle-class group)

becomes the basic social unit as in the lost days of simple com-
modity production. We shall see in the next chapter how under

certain circumstances the former of these ideologies is harnessed

to the needs of monopoly capital in the form of fascism.

Let us now attempt to assess the impact of the special features

of imperialism on the various social classes.

As far as the propertied class, under the leadership of mo-
nopoly capital, is concerned, little needs to be added to what
has already been said in this and earlier chapters. Monopoly capi-

tal needs to expand abroad, and for this purpose it ijequires the

assis^9n(» and protection of ^he state. It is, therefore, here that
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we find the roots of imperialist policy with all its manifold im-

plications.

The interests of the working class in an aggresrive and expan-

sionist foreign policy are more complex. In so fy ss foreign

trade and capital export make possible the importation of cheap

wage goods and enlarge the profits of the capitalist class, it is

clear that opportunities are opened up for the workers to im-

prove their standard of living without necessarily arousing die

bitter hostility of dieir employers. In this sense the workos
gain. Moreover if, in the absence of capital export and the mili-

tary expenditures incident to an imperialist policy, an advanced

capitalist country would suffer from die effects of a low rate

of profit and underconsumpdon, then it may be said that the

working class benefits from a higher level of employment than

would otherwise obtain. Against this, however, iS to be set the

loss in real wages which the workers bear if military expendi-

tures go beyond a certain point and especially if inter-imperialist

rivalries lead to actual armed conflict. It appears from these con-

siderations that the working class of any country can gain most

from an extension of foreign trade and capital export if the

profits of the capitalists are enhanced, cheap imports of wage

goods are fostered, and there is litde danger of a collision with

rival countries. This was precisely the peculiar situation in which

the English working class found itself throughout the greater

part of the nineteenth century, a factawhich amply accounts for

the complacent and even favorable attitude which the British

working-class movement a'&opted towards die extension of

British interests abroad in die years before the First World War.
Even in England conditions gradually changed in this res^iect.

As Kautsky pointed out as early as 1902 :

So long as English industry ruled die world market the English

workers could agree widi dieir capitalists that live and let live

is die best policy. That came to an end as soon as equal, fre-

quendy even superior, competitors appeared on the world
market in the shape of Germany and America. Now begins again

in England too oie struggle against the trade unions which be-

comes th»more intensive in proportion to the sharpness of die

competition among these great industrial powers.*
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As soon, in other words, as international rivalry ftecomes acute,

each c^italist class attempts to hold its position without sacri-

ficing its profits by depressing wages and lengthening hours in

its own country. Moreover, it must not be forgotten, as Dobb
has stressed, that capital export keeps wages from rising at home
as they would if the capital were invested domestically: Dobb
even regards this as ‘the reason why, fundamentally, the interest

of capital and of labor in this matter are opposed.* ^ And finally,

with the intensification of imperialist rivalries it becomes increas-

ingly clear to the working class that the end of the process can

only be war, from which it stands to lose much and gain little.

While, therefore, there may be times when the economic inter-

ests of the working class are benefited by an imperialist policy,

this cannot last long and ultimately the more fundamental and

lasting opposition of the workers must come to the surface. On
this, as on other issues, the interests and policies of capital and

labor are fundamentally antagonistic.

Few worthwhile generalizations about the economic interests

of the middle classes can be made, and this holds true of their

relations to imperialism. Some groups no doubt stand to gain,

others tef lose; in still other cases the balance depends upon par-

ticular circumstances or is altogether indeterminate. Lacking

common interests and a common organizational base, the middle

classes are peculiarly unstable and become easily attached to

vague ideals of national greatness or racial superiority, a propen-

sity which is magnified the difficult position which they

occupy between organized capital and organized labor in ad-

vanced capitalist society. The natioTi or the race becomes the

substitute for the solidarity of class interests which their isolated

position in society denies to the middle classes, ^nd at the same

time it offers to them a kind of psychological escape from the

frustrations of their everyday life. Objectively, therefore, wide

sectors of the middle classes are ripe for enlistment in the cause

of foreign expansion. Monopoly capital appreciates these sus-

ceptibilities of the mfddlc classes and, moreover, knows how to

take advantage of them for its own ends. In this connection it

is a fact of great importance that the vast sums which monopoly
causes to be spent on advertising and publicity bring all the

channjjsiof public opinion under the direct influence of the top
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oligarchy of the ruling class. By playing on the susceptibilities

of the middle classes/ and to a less extent of the unorganised sec-

tions of the working class, it is possible to build up formidable

mass support for an aggressive imperialist policy. It ^5 in this con-

nection ^at the nationalist and racist ideologies, which were ana-

lyzed in the preceding section, acquire their greatest importance.

The advantages to the propertied interests are even greater than

this would indicate. Since, as we have seen, the working class

tends to be hostile to imperialist expansion, its organizations and

policies can be mad6 to appear Hinpatriotic’ and 'selfish.’ In this

fashion the hostility of the middle classes to the working class,

which is present in any case, can be intensified. Thus the net

result of imperialism is to bind the middle classes closer to big

capital and to widen the gulf between the middle classes and the

working class.

4. Imperialism and the Sr^frE

It goes without saying that the renewed rise of empires and the

growth of militarism imply an augmentation in the power of the

state and an extension of the scope of its functions. Tlfe matur-

ing contradictions of the accumulation process in the epoch of

imperialism provide additional grounds for increased stat

:

activity, particularly in he economic sphere.

From the standpoint of the capitalist class there are two basic

methods of countering the growing power and unity of the

working class: repression and 'Concession. Though these two

methods may appear to be^contradictory they are in fact com-

plementary, being mixed together m varying proportions at

different times.* Both necessitate an expansion in the power and

functions of the state. Thus we obserA^e simultaneously the

growth of the instruments of force designed to guarantee in-

ternal ‘law and order’ and the extension of social legislation in

the form of workmen’s compensation, unemployment insurance,

old-age benefit payments, and so forth.

An additional factor impelling the state to interference in the

economic process is the centralization of capital and the growth

of monopoly. The revisionists believed that monopoly would

have the effect of regulating the anarchy of capitalist ||foduc>
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tion, an opinion which, like so much of leviaohist theoriEing,

has dic^ remarkable quality of being the precise* opposite of die

troth. Actually monopoly intensifies the anarchy of capitalist

production: * the various monopolized industries attempt to go

their own way in defiance of the requirements of the system as a

whole. In this way dispropordonalities are multiplied and the

equilibrating force of the market is prevented from exercising

its influence. The state is obliged to step in and attempt to sub-

stitute its own action for the ‘law of supply and demand.’ More-

over the strategic position of the so-called natural monopolies

(railroads and public utilities) is so strong that die state filnds

it necessary to curb their exercise of monopoly power. This

is frequently interpreted as state action in the interests of con-

sumers, and to a degree of course it is; but a more important

consideration is the protection of the vast majority of capitalist

enterprises, which are absolutely dependent on electric power

and transportation,tfrom the exactions of a small number of verj'

powerful monopolists. The history of railroad regulation *in the

United States, for example, would be quite unintelligible in any

other terms. It is interesting to note that Marx recognized the

connectibn between monopoly and state intervention; the

growth of joint-stock companies, he remarked, ‘establishes a mo-
nopoly in certain spheres and thereby challenges the interference

of the state.’
*

Finally, we may note in this connection that the contradic-

tions of the accumulation process and the uneven development

as between branches of industry bring it about that now one

line of production, now another, ceases to expand and becomes

actually unprofitable. In the days of competitive capitalism the

result was a disappearance of numerous firms, die bankruptcy

and ruin of many capitalists. When a declining industiy, how-
ever, is the home of great monopolistic combines with ramifica-

tions throughout the economic system, failures and bankruptcies

are a much more serious matter; it becomes necessary for the

state to take a hand by way of loans of public funds, subsidies,

and even in some cases government ownership of the no-longer

*As Lenin expressed it, ‘when monopoly appears in some ^ranches of
industry, it increases and intensifies the state or chaos inherent m capitalist

•produor'oA as a whole.’ Imperidam, p. 27.
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profitable enterprises. In this fashion capitalist states are forced

to go in for an* ever greater degree of ‘socialism.’ Whar is so-

dalked is almost intwiably the losses of the capitalists involved.

‘A state monopoly in capitalist society,’ Lenin drjjy remarked,

‘is nothing more than a means of increasing and guaranteeing the

income of millio.iaires in one branch of industry or another udio

are on the verge of bankruptcy.’ *

Along 'with the expansion of the power of the state and the

scope of its economic functions goes a decline in the effective-

ness of parliamentary institutions. In the words of Otto Bauer,

‘Imperialism reduces the power of the legislature [Gerers-

gebung] as against the executive [Verwaltung].’ The reasons

for this are not far to seek. Parliament grew out of the struggle

of the capitalist class against the arbitrary exercise of power
by the centralized monarchies which charactecized the early

modem period; its function has always been to check and con-

trol the exercise of governmental power. Gonsequently parlia-

mentary institutions flourished and reached the peak of their

prestige in the period of competitive capitalism when the func-

tions of the state, particularly in the economic sphere, were re-

duced to a minimum. At that time it was possible to look for-

'ward to a day when all the nations of the world would be

under parliamentary governments on the English or American

model. In the period of imperialism, however, a sharp change

occurs. With ^e tightening of class lines and the increasing

severity of social conflict, parliament becomes more and more

a battle ground for contending parties representing divergent

class and group interests. tVhile on the one hand parliament’s

capacity for positive action declines, on the other hand there

emerges an increasing need for a strong centralized sate reacty

and able to rule over distant territories, to direct the activities

of fleets and armies, and to solve diflicult and complex economic

problems. Under the circumstances, parliament is forced ro give

up one after another of its cherished prerogatives and to see

built up under its very eyes the kind of cbitralized and uncon-

trolled authority against which, in its youth, it had fought so

hard and so well.

So far* as the effect of imperialism on the capialist sate is

concerned, we observe on the one hand a vast expawion io
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the power and functions of the state, on the other hand the

declines of parliamentarism. These are not» two separate move-

ments but rather two aspects of one and the same development

which is copnected in the closest way with the economic and

social characteristics of imperialism in general.

5. Wars of RedivisioS

Writing of the last quarter of the nineteenth century, Lenin

pointed out that

the characteristic feature of this period is the final partition of

the earth, final not in the sense that a re-partition would be ini-

possible—on the contrar), re-partitions are possible and inevita-

ble—but in the sense that the colonial policy of the capitalist

countries has completed the seizure of unoccupied land on our

planet. For the first time the world is now divided up, so that

in the future only^rc-divisions are possible; i.e. a transfer fron*

one ‘owner* to another, and not of unowned territory ^to an

‘owner.’

The un<Jerlying reasons for this have already been sufficiently

elucidated in these pages; but we may well ask why ‘re-parti-

tions’ should be ‘inevitable.’ Why should not the various capi-

talist powers, once the great scramble is over, settle down to a

peaceful exploitation of what they have^ The answ^er is that

capitalism, by its very nature, cannot settle down but must keep

expanding, ind since the various .sectors of the world capitalist

economy expand at very differenti rates, it follow’s that the

balance of forces is bound to be upset in such 1 way that one or

more countries will find it both possible and ayJv^antageoiis to

challenge the status quo w^ith respect to territorial boundaries.

The rival national capitalist classes show by their concern over

armies, navies, strategic bases, allies, and so forth, how well they

understand this basic fact of the imperialist period, for it is self-

evident that a rcdiviji.on of the world can be effected only by

armed force.

It should be clear from the analysis of the preceding chapter

that the annexationist urge of imperialist nations is by jio means

confine^ ^ to backward, non-industrialized regions. To include
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new markets and new sources of raw materials within the pro-

tective tariff wAlls 6f one’s own nation is a desideratun^ of im-

perialist policy whether the areas concerned are pre-capitalist or

capitalist, backward or highly industrialized. Thi^ is important

to keep in mind in examining the course of events of the last

three decades, for any theory which denies it is clearly inade-

quate to account for what has actually taken place. It may be

remarked in passing that we here touch upon one of the glaring

weaknesses of the theory of imperialism put forward by Rosa

Luxemburg and her followers. It must also be emphasized that

a picture of world economy which displays only a handful of

advanced imperialist nations surrounded by backward colonial

areas is an oversimplification. In reality there are other elements

to be taken into account: on the one hand small and relatively

advanced industrial nations, some with and some without em-

pires of their own; on the other hand formally independent

backward countries which in fact occupy « semi-colonial posi-

tion relative to the great powers. In both cases such independ-

ence as these areas enjoy is^ essentially the outcome of rivalry

among the major imperialist nations.* In peace time these coun-

tries constitute, so to speak, the focal points of impefialist con-

flict; when the balance of forces shifts and the weapons of

diplomacy give way to the weapons of force, they form the

major battle grounds o: wars of redivision.

Let us now attempt a very brief summary of the international

conflicts of the twentieth centu *y ftn the basis of our theory of

imperialism. Such a summary should enable us to get a clearer

view of the limits of imperialism than would otherwise be pos-

sible.

I'he first war for redivision of the world began in 1914 and

came to an end with the peace treaties of 1918 and 1919. On
both sides it was a war of coalition in which the major con-

testants were respectively England and Germany, the tw^o most

powerful and advanced capitalist nations of Western Europe.

• China, which since the middle of the nineteenth century has been

one of the main areas of imperialist conflict, is a case in point. One of

the most discerning students of Chinese history has very truly noted that

‘all that prevented for <gn imperialism from mastering China outright was
rivalr)’ among the imperial powers.* Owen Lattimore, Imier Asian Fron-

tiers of Chhta (1940), p. 144.
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It is impossible to localize the underlying issu^ though it is

clear tl^at the area of most immediately severe rivalry was South-

eastern Europe and the Near East, including the l^Btem Medi-

terranean. ']^e decay and dissolution of the pre-capitalist

Turkish Empire, which had been in process for some time, cre-

ated a welter of international problems and ambitions which
involved all the European imperialist powers. The actual occa-

sion for the outbreak of the struggle was connected with the

agitations of the oppressed nationalities of the Balkan region

for national independence and statehood. As the war spread,

however, the issues likewise broadened to include the entire

question of redivision of the world. The peace treaties show
more clearly what the war was about than the particular and

relatively minor disputes which set off the conflagration.

From the outset all the European imperialist nations except

Italy were involved, and Italy joined as soon as her statesmen

believed they could tell which side would emerge victorious.

The two major non-European imperialist powers, the United

States and Japan, were also drawn in. In 1917 the breakdown of

the Tsarist regime in Russia was followed by the Bokhevik revo-

lution, tfie establishment of the world’s flrst socialist society,

and Russia’s withdrawal from the imperialist arena. The follow-

ing year the war came to an end with the collapse of German
and Austro-Hungarian resistance. The Treaty of Versailles, the

major imperialist peace treaty, was dominated by England and

France which took for theniselves the lion’s share of Germany’s

colonial empu:e. Important raw-material-producing areas on the

east and west of Germany were Warded to a reconstructed

Poland and to France and Belgium respectively; Germany was

stripped of her navy and merchant marine, and* her army was

reduced to a size which it was thought would be sufficient to

maintain the ^stem of capitalist property relations within her

new frontiers. Austria-Hungary broke up into pieces, and a ring

of new sates was esablished in Southeastern and Eastern Europe

to isolate the Soviet Union and to act as a counterweight against

a possible German risorgimento. The United States, while not

profiting from the war in a territorial sense, emerged as eco-

nomically the most powerful nation in the world, a creditor on

f vast jpale where a few years before she had still been a heavy
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debtor to the European capital-exporting nations. It was already

clear that the United States would play a key role in* future

imperialist conflicts, Italy was too weak at the end of the war
to collect what had been promised her for her entjance on the

Allied side. Finally Japan, which was involved in the hostilities

only peripheral!) , took advantage of the preoccupation of the

Western powers to extend her territory and sphere of influence

in the Far East, she was, however, as yet too weak to hold all

of her gains and was forced to disgorge by the United Stares

and England after peace was re-established m Europe

From the point of view of the structure of world imperialism,

the results of the first major war of redivision may be summed
up as follows (1) German power was temporarily smashed, and

her colonial empire was taken over by the victorious nations

(chiefly England and France), (2) Austna-IIungjry ^\as elimi-

nated from the imperialist scene, (3) the United States cmeiged

^ the economicrally strongest nation in the w^irld, (4) Italv and

Japan, though on the winning side, were trustrated m their im-

perial ambitions, and, finally, (5) Russia withdrew entiiely from

the arena of imperialist rivalry and commenced the task of build-

ing the world’s first socialist society The basic patterA of the

second war of redivision was already discernible in the results

of the first.

Some of the most imp <rtant developments of the period be-

tween wars of redivision will be analysed in detail in the next

chapter. From our present point of wiew the course of events

was straightforward. Those nations which were left out in the

first partition of the world,* and lost or failed to benefit from

the first war of redivision, the nations m 'which capital had the

least opportunity for internal expansion, soon set about preparing

for a second redivision. The actual campaign began with the

Japanese invasion of Manchuria in 1931 and continued through

the Italian absorption of Ethiopia (1935), the Spanish Civil War
(1936),* the renewed push of Japan into Cluna (1937), and

•

*The inclusion of the Spanish Civil War perhaps requires a word of

explanation. The Franco rebellion was m realiw an instrument of German
and Italian policy; without the support of the fascist nauons it would have

been quickly suppressed. Germany and Italy were mterested in establish-

ing control* over Spanish resources and m strengthening their strategic

postdon oir-d-vfi Bntain and France.
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finally the series of direct German aggressions on the.European

conti»ent, beginning with the occupation bf AVistria in 1938 and

continuing in an unbroken succession to the present time. The
Second W^rld War as a whole, however, is not, like the first, a

simple inter-imperialist struggle for redivision of the world. It

is in reality three distinct wars which are mei^ed together only

in a military sense and even in this resf^cct incompletely. The
first of these three wars is a war of redivision on the 1914-18

pattern with Germany, Italy, and Japan on one side and Great

Britain and the United States on the other side; the second is a

war between capitalism and socialism with Germany on one

side and the Soviet Union on the other; the third is an anti-

imperialist w^ar of national independence waged by China against

Japan.*

The special characteristics of the present war, of which there

are many, can be comprehended only when the fact is grasped

that it IS not one^^uar yhich is being fought but three. It is not,

however, our purpose to pursue this question further fiere but

only to point out that the thr^cc-in-one character of the war

brings into sharpest possible relief the limits to the expansion

and e\^en to the continued existence of imperialism as a system

of world economy. Whereas the first period of world-wide hos-

tilities was a period of exclusively //zrcr-imperialist rivalry, at the

present rime ^/^/-imperialist struggle is at least as important a

component of the total pattern of conflict. The causes and im-

plications of this will be bxamined in the next section.

6. The Limiis of Imperialism

If we consider the system of imperialism as a whole, rather

than single imperialist nations, it is apparent that it raises up

against itself two types of opponent and that its expansion en-

hances their potential power of opposition. It is here that we
must seek for the factors which will ultimately set the limits

of imperialism and‘prepare the way for its downfall as a system

of world economy.

The first opposition force arises, as we have already seen, from

* From the Japanese standpoint it is, of course, an imperialist war to

sub)ii{,afe a semi-independent backward area.
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the internal development of the imperialist countries. Class lines

are drawn ever nibre tightly and class conflict grows in intensity.

Eventually the working class is forced to adopt an anti-capitalist

position and to set as its goal the attainment of sociijlism. But in

the era of imperialism, anti-capitalism necessarily means also

anti-imperialism, 'rhe special features of imperialist policy, which

make for increased internal exploitation and international war,

serve to enhance the opposition of workers, though the roots

of this working-class attitude are to be found in the structure of

capitalist society in general. We may speak m this connection

of socialist opposition to imperialism. Such opposition is in itself

not capable of preventing the expansion of imperialism. Its real

significance emerges only in the closing stages of a war of re-

division when the economic and social structure of the imperi-

alist powers is seriously weakened and revolutionary situations

mature in the most severely affected areas. Successful socialist

revolutions then become possible; the chain ol^world imperialism

tends to break in its weakest links.* lliis is w hat took place in

Russia in 1917. The Bolshevik involution established new socialist

relations of production in Russia ^^ith the result that* a large

part of the earth’s surface was withdrawn at one stroke from the

world system of imperialism and formed the nucleus for a future

world economy on a soc’ ‘list basis. It seems safe to predict that

this process yill be repeated, perhaps on an even larger scale,

before the present international conflict has exhausted itself.

Thus we sec that the first limit to imperialism is the result of

the interaction of its national and international aspects. The
crucial opposition force originates within the imperialist nations

but the conditions for its triumph are established by the wars

of redivision which arc a recurring feature of imperialism consid-

ered as an international system, Tliis is the dialectic, so to speak,

of the birth and growth of socialism. Moreover the limit to im-

perialism implicit in the rise of socialism is in the long run a

contracting limit. Some of the implications of this fact for the

*The theory that imperialism breaks first not necessarily in the coun-
tries which are most adv-iitced but rather in the 'weakest link,’ which is

S
uite likely* to be a relatively backward capitalist nation, was apparently

rst put forward by Lenin. Stt Joseph Stalin, Lenimsm (1928),«^
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future of world economy will be considered in the final diapter

of thcf'present work.

The second fimdamental limit to impenausm arises from die

relations between metropolis and colony.* The introduction of

cheap manufactured commodifies and the import of capital into

the colonial economy revolutionize the pre-cadsting mode of

production. Handicr^t industries are dealt a crippling blow;

modem means of transport and communication break down
the local separatism inherent in pre-capitalist production; old

social relations are dissolved; a native bourgeoisie arises and takes

the lead in promotmg a spirit of nationalism such as that which

characterized the early development of capitalism in the now
advanced industrial nations. At the same time, however, the

development of colonial economy is not well balanced. Under
die domination of imperialism, industrialization advances very

slowly, too slowly to absorb the steady flow of handicraft pro-

ducers who are mined by the competition of machine-made

products from the factories of the advanced regions. The conse-

quence is a swelling of the ranks of the peasantry, increased

pressure on the land, and a deterioration of the productivity and

living s^ndards of the agricultural masses who constitute by far

the largest section of th« colonial populations. Imperialism thus

creates economic problems in the colonies which it is unable to

solve. The essenfid conditions for improvement are fundamental

changes in the land system, reduction of the numbers dependent

upon agriculture, and increase in the productivity of agriculture,

all objectives which can be attained only in conjunction with a

relatively high rate of industrialization. Imperialism is unwilling

to reform the land system because its rule tj'pically depends

upon the support of the colonial landlord class, both native and

foreign; the interests of producers, and especially monopolisti-

cally organized producers, in the metropolis prevent the erection

of colonial protective-tariff barriers and in other ways inhibit

the growth of industrialism in the backward areas. The inevi-

table consequence is that colonial economy stagnates, and living

*The term ‘colony’ as used here is not to be interpreted in t legalistic

sense; it applies eqtwly to the backward areas which are the ob|ett of

imperialist economic exploitation even though they may be formally inde-

pendena flations.
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conditions for the great majority of the people tend to become
worse rather than better. All classes of the colonial popubtions,

with the exception of the landlords and a few relatively small

groups which are in effect agents of imperialist ru^, are there-

fore thrown into the struggle for national independence. Along-

side the socialist opposition to imperialism within the advanced

countries we have here the nationalist opposition in the back-

ward countries.

The relation between the two major forces opposing imperi-

alism is a complex one which cannot be fully analysed here. We
must be content with a few brief suggestions. There obviously

exists a firm foundation for an alliance between the socialist

opposition to imperialism in the advanced countries and the

nationalist opposition in the colonial countries. The rise and spread

of an independent socialist section of the world, however, intro-

duces certain complications. It was pointed out above that the

colonial bourgeoisie takes the lead in organizing and promoting

movements of national independence, but the ultimate objective

of the colonial bourgeoisie is the establishment of independent

capitalist nations. Consequently it sees enemies in both imperi-

alism and socialism. The colonial working class, on tMb other

hand, though numerically small, adopts a socialist goal almost

from the outset; while the oppressed agricultural masses are not

unreceptive to socialist ideas and tend to follow the leadership

of those who demonstrate most clearly by their actions that they

mean to win a genuine improvemint 1h conditions. The position

of the colonial bourgeoisie tends more and more to unfit it for

the role of leadership which *t assumes in the early stages of the

national movement. It wavers between accepting the support

of the forces of 'socialism, both external and internal, against im-

perialism, and temporizing with imperialism in order to keep in

check the socialist menace. The result is a pohey which always

stops short of decisive action, reverses itself and backtracks, then

once again moves hesitantly forward. Since this is not the kind

of policy which can make a strong appeaTto the mass of the

peasantry, and since without such support the national inde-

pendence movement is impotent, it follows that leadership

gradually rends to slip out of the hands of bourgeois elements

and into the hands of the working class in alliance with cha more
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advanced sections of the peasantry, which, thoVigh npt neces-

sarily socialist in their convictions, nevertheless*have no stake in

the maintenance of capitalist relations of production after inde-

pendence is^ achieved. Eventually, therefore, it falls to the lot

of the working class to lead the nationalist opposition to imperi-

alism in the colonial countries just as it stands at the head of

the socialist opposition to imperialism in the advanced countries.

When this stage has been reached the two great opposition

forces are united not only in their immediate objectives but also

in their ultimate resolve to work for a socialist world economy

as a way out of the growing contradictions of imperialist world

economy. In the long run the colonial bourgeoisie is unable to

play an independent historical role and must split up into two

opposing factions, one of which attempts to save its own pre-

carious privileges by means of an open alliance with imperialism,

\vhile the other remains true to the cause of national independ-

ence even though 4fhc price is the acceptance of socialism.

Hence we sec, finally, that \\hat started as two independent

forces opposed to imperialism tend to merge into one great

movement. Just as in the advanced capitalist countries them-

selves, io also on a world scale the issue becomes ever more

clearly defined as Imperialism versus Socialism, with the mount-

ing contradictions of imperialisin ensuring its own decline and

the concomitant spread of socialism.



XVIII

FASCISM

Speaking in general terms, fascism, as it exists in Germany and

Iraly, is one form which imperialism assumes in the age of wars

of redivision. The present chapter will be devoted to the elabora-

tion of this theme on the foundation of the theory of imperialism

set forth in the preceding pages.

1. The Conditions of Fascism

J^ascism arises under certain specific hisprical conditions

which are in turn the product of the impact of imperialist wars

of redivision on the economic and social structure of advanced

capitalist nations. According to* military and diplomatic usage,

at the end of a war belligerent nations are put into two cate-

gories, those on the winning side and those on the losing side.

The extent of the damage to the internal social structure of the

various countries, howeve- provides a more significant basis for

classification. According to the extent and severity of the damage
suffered it is possible to arrange the countries in a series, ranging

from those which emerge virtually unscathed or even actually

strengthened to those in whicfi the pre-existing structure of eco-

nomic, political, and social relations is completely shattered.

Usually the nations on the winning side stand nearer the top

and those on the losing side nearer the bottom of the scale, but

the correlation is far from perfect

It is not easy to establish criteria i^y which to judge the extent

and severity of the damage suffered by a country as a result

of war, but certain related symptoms would fio doubt be widely

recognized as indicative: extreme scarcity of food and other

necessaries of life; paitial breakdown of ‘law and order’; disor-

ganization, ^oor discipl'f c, and unreliability in the armed forces;

loss of confidence on the part of the ruling class; and of

329
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regard for established habits of thought and Behavior among
wide ^tions of the population. Conditions -of this sort are

almost certain to give rise to revolutionary struggles which may
eventuate ii\ a decisive victory for the counter-revolution; in an

overthrow of the existing structure of property relations and

the establishment of socialism—as happened in Russia in 1917;

or in a temporary stalemate in which neither of the major con-

tending forces, the working class or the capitalist class, is able

to gain a decisive triumph—as happened in Germany and, less

unambiguously, in other parts of central and eastern Europe in

1918 and 1919. It is the last case which interests us here.

The fact that the revolution stops short of a socialist consum-

mation is, in a very real sense, the key to subsequent develop-

ments. What emerges may best be described as a transitional

condition of class equilibrium resting on a foundation of capi-

talist property relations. Juridically this balance of class forces

tends to express itself in an ultra-democratic state form, to whioh

the name of the ‘people’s republic’ was applied by Otto ^auer.®

The people’s republic leaves the capitalists in control of the

economy but at the same time affords to the working class a

share iA state power and freedom to organize and agitate for

the achievement of its own ends. The personnel of the state ap-

paratus is largely unchanged, but the weakness and unreliability

of the armed forces at the disposal of the state obliges the capi-

talists to pursue a policy of temporization and compromise.

I'he democratic character of the people’s republic gives rise

to a variety of illusions. Liberals see^ in the sharing of state power

and the compromises which necessarily result an earnest of class

co-operation and the softening of social conflic^; revisionists be-

lieve that the people’s republic is merely a stepping stone to the

gradual achievement of socialism. The reality of heightened class

antagonism behind the temporary balance of forces is too often

overlooked. But these optimistic diagnoses are soon discredited

by events. Nothing ^proves so clearly the unstable and imperma-

nent character of the people’s republic as its inability to melio-

rate the contradictions of capitalist production. These contradic-

* Die Osterreichische Eevolution (1923), especially Ch. 16 ][‘Dic Volks-
republik’). B^ucr was under no illusions as to the stabiHSty or permanence

(Of the^Jople’s republic.
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tions, far. from 'being eliminated, are on the contrary intenafied.

The gains won die greatly strengthened trade unions ^d the

enactment of social legislation under working<class pressure put

burdens on capitalist production which it is ill prepared and
even less willing to bear. Big capital meets thb situation in two
ways. Fi'St, by tightening up its monopolistic organizations and

squeezing the middle classes. The latter, already impoverished

by the war and the subsequent derangement of economic life

which, in the form of inflation, bears particularly heavily on
those with small savings and no organizations to protect them,

now And that their desperate position is but slighdy improved

by the return of ‘law and order,’ that they are in effect the

orphan children of the people’s republic. Second, the capitalists

embark upon an intensive campaign of ‘rationalization,’ that is

to say the substitution of machinery for labor power and the

intensification of the labor process, which has the consequence

qf swelling the ranks of the reserve army. is, of course, true

that making good the economic destruction and wastage of the

war period provides the basis for a considerable upswing in

economic activity, an upswing which nearly everywhere in

Europe during the 1920s was encouraged and supported by the

importation of capital from the United States. For a time the

production of means of production is severed from its depend-

ence on the market for ''onsumption goods, but only for a time.

Once the productive mechanism has been substantially rebuilt

the discovery is made that the demsEid for consumption goods,

depressed as it is by the impoveiishment of the middle classes

and by technologic^ unemployment among the workers, is in-

adequate to support high levels of economic activity. A crisis

followed by a marp decline of production and employment be-

comes unavoidable.

From the standpoint of capitalist production such a crisis

could be mitigated or overcomi. by the normal imperialist

method of expansion abroad. But it is precisely the countries

which were most severely weakened by* the preceding war

which have the least opportunities to follow this course. Their

colonies were taken from them, and their military strength is so

depleted chat they cannot pursue an aggressive foreign policy.

Moreover the political influence of the workine class wvier the
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people’s republic is definitely opposed to embarking upon new
imperii^isr adventures. Hilfcrding, writing in and with re-

cent German experience in mind, w^as so impressed by this state

of affairs that he regarded imperialist expansionism as almost a

thing of the past. ‘It is the stronger control over foreign policy

in the democratic countries,’ he wrote, ‘whif:h limits to an

extraordinary degree finance capital’s di^^posal over the state

power.’ ^
'l iiis was true enough at the time it was written, but

unfortunately Hilfcrding was no longer able, as he once had

been, to draw conclusions from his own analysis.

The argument of this section may be briefly summed up as

follows: a nation, the economic and social structure of which

is seriously disrupted as the result of an imperialist war of re-

division, may, tailing a successful socialist revolution, enter upon

a period of class ecjuilibnum on the basis of capitalist relations

of production. Under such comlitions, the intensification of the

contradictions of capitalism leads to a severe internal crisis which*

cannot be Solved’ by resort to the normal methods of ITnperi-

alist expansion. This is, so to speak, the soil in which fascism

takes root and growls.

2. Fascism’s Rise to Power

Both the origins and the mass base of fascism arc to be found

in the middle classes, which form such a large section of the

population of capitalist c(funtrics in the period of monopoly
capitalism. Lenin pointed out very clearly the characteristics of

middle-class psychology which, under appropriate circum-

stances, foster and encourage the growth of a fascist movement:

For Marxists it is well established theoretically—and the experi-

ence of all European revolutions and revolutionary movements
has fully confirmed it—that the small proprietor (a social type
that is very widely represented in many European countries),

who, under capitalism, suflFers constant oppression and very often

an incredibly sharp and rapid worsening of conditions of life

and even ruin, easily becomes extremely revolutionary, but is

incapable of displaying perseverance, ability to organize, disci-

pline and firmness. The petty bourgeois, ‘furious’ ovei the hor-

rors of^cepitalism, is a social phenomenon which like anarchism.
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is charact^risric of all capitalist countries. The instability of such
revolutionism, its«bari;enness, its ability to become swiftly^trans-

formed into subnjission, apathy, phantasy, and even into a ‘mad’

infatuation with one or another bourgeois ‘fad’—all this is a

matter of common knowledge.*

What Lenin here^says of the small proprietor applies in varying

degrees to wide sectors of the middle classes. It is precisely these

groups which are most disastrously affected during the period

of class-equilibrium capitalism which may follow an unsuccess-

ful war of redivision. They constitute the core of fascism’s popu-

lar support. Once the movement has begun to make headway,

other elements of the population are attracted to it, though not

always for the same reasons; these include certain groups of un-

organized workers, independent farmers, part of the army of

unemployed, declassed and criminal elements ( the so-called

lumpenproletariat)^ and youths from all classes who see ahead

meager opportunities for a normal careej.

The ideology and program of fascism reflect the social posi-

tion of the middle classes and in this respect are merely an in-

tensification of attitudes whiclT have already been shown to be

characteristic of imperialism.’^ The chief ingredients have* a nega-

tive character, namely, hostility to organized labor on the one

hand and to monopoly capital on the other hand. On the posi-

tive side the middle clas*' c< mpensate for their lack of common
class interests and solid organizational bases by glorification of

the nation and the ‘race’ to which they belong. Foreigners and

racial minorities are blamed for misfortunes the nature of which

is not understood, t So far as internal economic and social prob-

lems are concerned the program of fascism is a mass of ill-

digested and often mutually contradictory proposals w'hich are

notable chiefly for their unmistakably demagogic character.

Hardly any of these proposals is novel or original; almost with-

out exception they have appearca and reappeared in earlier pe-

riods of social distress. What gives to fascism coherence and

vitality is its stress on nationalism, its dernaifd for the restoration

of a strong state powder, and its call for a war of revenge and

• See above, pp. ?l6f.

tTbis is Tiot to denv i..ir middle-class support for discrimination against

minorities ilso rests on grounds of immediate economic advantage
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foreign conquest. It is this which provides a firm foundation

for rapprochement between fascism and th^e capitalist class.

The auitude of capitalists towards fascism is at first one of

reser\'e and suspicion; they particularly distrust it for its in-

temperate attacks on financial capital. But as the movement
spreads and gains in pop ilar support, the attitude of capitalists

undergoes a gradual transformation. Their own position is a

difficult one, caught as they are between the demands of the

organized working class and the "encirclement’ of rival capitalist

powers. Ordinarily under such circumstances the capitalist class

would make use of the state power to curb the workers and to

improve its own international position, but now this course is

not open to it. The state is weak and the workers share in its

control. Consequently fascism, once it has proved its right to be

taken seriously, comes to be looked upon as a potentially valu-

able ally against the capitalists’ two worst enemies, the workers

of their own country and the capitalists of foreign countries;

for the genuineness of fascism’s hatred of workers and foreigners

is never open to doubt. By means of an alliance with fascism the

capitalist class hopes to re-establish the strong state, subordinate

the wofking class, and extoid its vital "living space’ at the ex-

pense of rival imperialist powers. This is the reason for the finan-

cial subsidies by which capitalists support the fascist movement
and, perhaps even more important, for the tolerance which the

capitalist-dominated state personnel displays in dealing with the

violent and illegal method!^ of fascism.

It must not be supposed, that the capitalists are altogether

happy about the rise of fascism. Vnquestionably they would
prefer to solve their problems in their own way if that were

possible. But their impotence forces them to strengthen fascism,

and when at length conditions become generally intolerable and

a new revolutionary situation looms on the horizon, the capi-

talists, from their positions inside the citadel of state power,

throw open the gates and admit the fascist legions.

3. The Fascist ‘Revolution’

Once in power, fascism sets out with ruthless cncigy to de-

stroy (he class equilibrium which underlies the indecision and
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paralysis. of th< people’s republic. Trade unions and working-
class political parties, receive the first and hardest llow^ their

organizations are smashed and their leaders killed, imprisoned,

or driven into exile. Next comes the establishment ^f the strong

state and finally, with these necessary preliminaries attended to,

the swinging int4 full-scale preparations for a new war of re-

division. In these three steps are comprehended what is often

called the fascist ‘revolution.’

The building up of state power is itself a complex process

which inevitably involves the sloughing off of the middle-class

radical program on the basis of which fascism rose to power.

Whether or not this is a deliberate choice on the part of the

fascist leaders is a question which need not even be raised. The
fascist program is self-contradictory and takes no account of the

real character of economic laws; it would be bitterly opposed

by all the powerful elements of the capitalist class. To attempt

t9 put it into practice would be to court disaster and perhaps ro

make forever impossible the realization of the dreams of foreign

conquest which constitute the ideological core of fascism. Not
only can fascism not afford to* incur the hostility of capitalists;

it requires their full co-operation, since they occupy Ae stra-

tegic positions in the economy and possess the necessary train-

ing and experience to make it run. The capitalists, on their side,

welcome the smashing the organized jjower of the working

class and look forward with enthusiasm to the resumption of a

policy of foreign expansionism Rebuilding the state power

therefore rakes place on the basis of an cver-closer alliance be-

tween fascism and capital, particularly monopoly capital in the

all-important heavy industries.

Politically, the establishment of the strong state involves scrap-

ping the paraphernalia of political parues appropriate to parlia-

mentary democracy. But this is not all. Extremist elements

within the fascist party itself are intterly resentful at what th^
can only regard as a betrayal of the fascist program of social

reform, and they insistently press for a ‘secbnd revolution.’ The
developing crisis within the ranks of fascism is met by a purge

of the dissident leaders and the integration of the private fascist

armies into the regula> armed forces of the state. From this tune

on the fascist party loses its independent significance•and be-
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comes in effect a mere adjunct of the state apparatus. By these

acts fascism finally and irrevocably transfers its social base from

the middle classes to monopoly capital. There now takes place

an interpenetration of the top fascist leadership and the dominant

circles of monopoly capital which results in the creation of a

new ruling oligarchy disposing in a co-ordinated fashion over

economic and political power. The full energies of the nation are

henceforth directed to rdarming; all other considerations of eco-

nomic and social policy are subordinated to the overriding aim

of waging and winning a new imperialist war of redivision.

The accomplishments of the fascist ‘revolution’ are thus the

smashing of the pre-existing class equilibrium, the establishment

of the strong state, and the preparation of the nation for a new

war of redivision. Far from overthrowing capitalist imperialism,

fascism in reality lays bare its monopolistic, violent, and expan-

sionary essence.

4. I'liE Ruling Class under Fascism

There have been so many theories of fascism which interpret

it as a novel social order, fundamentally neither capitalist nor

socialist in character, that it may not be out of place to formu-

late somewhat more explicitly our own attitude towards this

problem.* The theories in question usually concede that fascism

has retained the forms of| capitalism but hold that these forms

merely constitute a screen under cover of which a new ruling

class takes over the real controls ind manipulates them for its

own ends. What these ends are is commonly left somewhat

vague, but it is perhaps not inaccurate to say tViat most writers

conceive of them in terms of power. In pursuit of power the

fascist ruling class, it is alleged, disregards the 'rules of the capi-

talist game’; consequently fascism is a new society which neither

obeys the laws nor suffers from the contradictions of capitalism.

A full exploration of this thesis would, of course, require an

analysis of concrete fascist societies such as cannot be attempted

* Much of the following analysis is taken from the author’s ardcle,

'The Illusion of the "Managerial Revolution",’ Science and Sodiety^ Winter
1942.
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here.* But it rrfey be a useful exercise to test the concept of the

new fascist ‘ruling class’ in the light of the theory of capitalism

set forth in this book.

Class affiliation is not a question of social origins. One who
is born into the working class can become a capitalist and vice

versa. Common rocial origins are important to the thinking and

cohesivencss of a class, but they do not determine its composi-

tion. This is a matter of the position which individuals actually

occupy in society, that is to say their relations to others and to

society as a whole. For Marxism this means, primarilv, position

in the structure of economic relations which dominate the

totality of social relations. It is by this path that w^e arrive at

the definition of thi ruling class as comprising those persons who
individually or in combination exercise control over the means

of production.

This is a general definition w'hich is unobjectionable as far as it

goes, but it is important to realize that it dc^s not go very far

and that its uncritical application can be misleading. While it is

correct that the ruling class is made up of those who control the

means of production, the converse is not necessaril)^ true. Con-

trol over the means of production is by no means synttnymous

with exploitation of one part of society by another. If the rela-

tion of exploitation does not exist, the concept of a ruling class

is inapplicable; the soci^'^/ is said to he classless. The most un-

ambiguous example of a classless society is provided by w'hat

Marx called ‘simple commodity prodliction’ in which each pro-

ducer owns and w’orks with his ow n means of production. More-

over, because of its nature as a general definition applying

equally to all class societies, the definition in question furnishes

no clue to the differences betw^een them and hence no criteria

for telling one ruling class from anothei. To put the problem

crudely, suppose that a new set of individuals acquires control

over the means of production. Is t a new^ ruling class or just a

new personnel for the old ruling class? The general definition

is of no assistance in answering this question.

This example should serve to w^arn us of the impossibility

• For an admirable Jy of Cicrnian fascism, see Franz Neumann,
Behemoth^ *1942. Ncumaiui’s conclusions arc substantially identical with

those reached in the present work.
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of treating the problem of the ruling class as an abstract prob-

lem o^ society in general. We must be histprically specific if we
are to make the concept a useful instrument of social analysis.

This means .that in the case of every particular ruling class we
must carefully specify the character of the social relations in

which it occupies the dominant position, and fhe form of con-

trol which it exercises over the means of production. It is these

factors, and these factors alone, which determine the motives

and objectives of the ruling class. In this way we can distinguish

between ruling classes; we shall, in short, have a method of

separating genuine social revolutions (shifts in class rule) from

mere substitutions, more or less thorough as the case may be, of

new faces for old.

Let us now apply these considerations to the case of capitalism.

Here we have two basic classes, apart from intermediate groups

and remnants of earlier social forms, namely, the capitalists who
own the means of production and the class of free wage laborers

who own nothing but their own capacity to work. Th» impor-

tance of the form of control exercised over the means of produc-

tion cannot be overemphasized. Fhis form is the ownership of

capital, from which, of course, capitalism derives its designation;

exploitation correspondingly takes the form of the production

of surplus value. ‘Capital’ is not simply another name for means

of pr^uction; it is means of production reduced to a quali-

tatively homogeneous and quantitatively measurable fund of

value. The concern of the 'Capitalist is not with means of produc-

tion as such, but with capital, and this necessarily means capital

regarded as a quantity, for capital'^has only one dimension, the

dimension of magnitude.

We have already seen in earlier chapters that the concern of

the capitahst with the quantity of capital has the consequence

that the expansion of capital becomes his primary and dominant

objective. His social status is decided, and can only be decided,

by the quantity of capital under his control; moreover even if

the capitalist as an individual were content to ‘maintain his capi-

tal intact,’ without increase, he could rationally pursue this end

only by striving to expand. Capital ‘naturally’ tends to contract

—the forces of competition and technological change work
wholly in this direction—and diis tendency can be defeated only
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by a continuoils effort to expand. Fundamentally surplus value

is an increment to csipital; the fact that the capitalist consumes
a part of his income is a secondary phenomenon.
The objective of expanding capital is thus not one which

capitalists arc free to take or leave as they choose; they must pur-

sue it on pain of elimination from the ruling class. This holds

equally for actual owners of capital and for those who, though
nor themselves substantial owners, come into the ‘management’

of capital, as not infrequently happens in the modern large cor-

poration. Neither is in any sense a free agent. The ruling class

under capitalism is made up of the functionaries of capital, those

whose motives and objectives are prescribed for them by the

specific historical form of their control over the means of pro-

duction. It was this which caused Marx to remark, in the Preface

to the first edition of Capital: ‘My standpoint, from which the

evolution of the economic formation of society Is viewed as a

^ocess of natural history, can less than any ojher make the indi-

vidual responsible for relations whose creature he socially re-

mains, however much he may subjectively raise himself above

them.*

This analysis helps us to solve the problem of the ruling class

under fascism. As we have seen, the forms of capitalism are pre-

served: the means of production retain the form of capital; ex-

ploitation continues to rike the form of production of surplus

\alue. Consequently the ruling class is still the capitalist class.

Its personnel, however, is somewhat altered. For example,

Jewish capitalists may be expropriated, and many fascist leaders

use their political power to acquire important positions in indus-

try. But these new members of the ruling class do not bring with

them a new set*of motives and objectives which are at variance

with the outlook of the incumbent capitalists. On the contrary,

they soon adopt as their own the motives and objectives which

inevitably flow from the position I * society which they come to

occupy. They are now responsible to capital; like every one else

in this position they must strive to preserve and expand it. As

in the case of all parvenus, however, they bring to their task

greater energy and fewer scruples than those who, by training

and tradipon, are ac nstomed to fulfilling the obligations im-

posed upon the functionary of capital.
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The infusion of new blood into the ranks of the . capitalist

class is thus one very significant consequence of the victory of

fascism. Another, no less important, is the increasing absorption

of the organs of monopoly capital into the state apparatus.

Chambers of commerce, employers’ associations, cartels, and

other similar bodies are made compulsory .and are directly

clothed with the authority of the state; tneir activities in turn

are co-ordinated through a hierarchical series of boards and com-
mittees, leading up to governmental ministries at the top. At each

stage officials and experts are drawn primarily from the experi-

enced personnel of industry and finance, with the addition, how-
ever, of many who have risen to prominence through their po-

litical activity in the fascist movement. Tendencies inherent in

capitalism in its imperialist phase here reach their climax. The
expanding economic functions of the state and the centralization

of capital meet in what might be described as a formal marriage

beween the state .and monopoly capital. The separate channels

through which the ruling class exercises economic and political

power in a parliamentary democracy are merged into one under

fascism.

It is limportant not to ^tiisunderstand the nature and signifi-

cance of this process. In particular it must be stressed that what

takes place is not the organic unification of all capital into one

gigantic trust—what Hilferding called the ‘general cartel’ with

the government, so to speak, as the board of directors. Capital

remains divided into organizationally distinct units which for

the most parr have the corporate form. Those who dominate

the largest corporations constitute the ruling oligarchy, while

those attached to smaller units of capital occupy an inferior posi-

tion in the economic and social hierarchy. Moreover within the

ruling oligarchy itself the position of the individual is roughly

proportional to the magnitude of the capital which he repre-

sents, just as, for example, in feudal society the lords holding the

greatest domains outrank their lesser rivals. For this reason the

urge to self-expansion remains as strong as ever in the separate

segments of capital. There are four methods of expansion open

to the larger units of monopoly capital; internal accumulation,

absorption of smaller capitals, expansion abroad, and, expansion

at the^expense of each other. The last of these, if practiced to
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extremes, .can seriously weaken monopoly capital as a whole and

hence must be kept ;under fairly strict control by the piling

oligarchy; but no» such objection applies to the first three. Con-

sequently the great corporations and combines reinvest their

profits, vie with one another in gobbling up small capitals and

use the state in a variety of ways to extend their ‘living space’

at the expense of foreign nations. Each hopes by skilful exploita-

tion of its opportunities to enhance its relative importance and

power without, however, becoming involved in a costly and

possibly even suicidal struggle with its rivals. The imperative

need for a unified policy against the masses at home and against

the outside world docs not, therefore, prevent monopoly capi-

talists from carrying on a continuous, though largely unob-

served, campaign for expansion and preferment within the

framework of the fascist economy.

At one time I thought fascism could be aptly described as

*5jate capitalism,’ which I defined as ‘a socienj which is entirely

capitalist in its class structure but in which there is a high degree

of political central]/.iti<»n of economic power.’ ^ The definition

itself, while pcrhap> lacking iti exactness, is not an incorrect

characterization of fascism, but a consideration of the •way in

which other writers, and particularly Marxists, have used the

term ‘state capitalism’ has led me to the conclusion that its appli-

cation to the case of fascism is more likely to be confusing than

helpful. Bukharin’s description of state capitalism may be taken

as more or less typical of the way •in which the concept has

often been understood. Starting from a society ‘in which the

capitalist class is unified in a single trust and we have to do

with an organized but at the same time from a class standpoint

antagonistic economic system,’ Bukharin proceeds as follows:

Is accumulation possible here? Naturally. Constant capital

grows since the consumption of capitalists grows. New' branches

of production corresponding to new needs are always arising.

The consumption of workers grows, though definite limits are

placed upon it. In spite of this ‘underconsumption’ of the masses

no crisis arises since the demand of the various branches of prO’-

duction for each others products as 'ire// as the demand for con--

sumption .goods ... is laid down in advance. (Instead of

‘anarchy’ of production—what is from the standpoint capital
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a rational plan.) If a mistake is made in production goods, die

surpli|s is added to inventory and a corfespending correction

made in the next production period. If a mistake is made in

workers’ consumption goods the suiplus can be divided among
the workers or destroyed. Also in the caw of a mistake in die

production of luxury goods ‘the way out’ is clear. Thus there

can be no kind of crisis of general overproduction. In general,

production proceeds smoothly. Capitalists* consumption provides

the motive for production and for the production plan. Conse-

quendy there is in diis case not a specially rapid development

of production.*

Now whatever the merits of diis model for the particular re^

stricted theoretical purposes which Bukharin had in mind, it is

clear that it does not tit the case of fascism, nor for that matter

does it throw light upon any actual tendencies of capitalist pro-

duction. Fascism is not a society ‘in which the capitalist class is

unitied in a single trust,’ and it is emphatically not true that

‘capitalists’ consumption provides the motive for production and

for the production plan.’ On the contrary, capital, and hence

also the capitalist class, remains divided into organizationally dis-

tinct ugits; and accumulation remains the dominant motive of

production under fascism as under all other forms of capitalist

society. In the next section we snail attempt to bring out the

implications of these closely related facts.

5. Can Fascism Eliminate the Contradictions of Capitalism?

The contradictions of capitalism arise, as Marx expressed it,

‘from the fact that capital and its self-expansion appear as the

starting and closing point, as the motive and aiih of production;

that production is merely production for capital, and not vice

versa, the means of production mere means for an ever expand-

ing system of the life process for the benefit of the society of

producers.’ * This characterization, as we have seen, holds good

for fascism, but theie is this difference, that under fascism con-

trol over the economic system is centralized, conflicts between
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mists have appr9priately called a 'steered economy’ (gesteuerte

Wirtschaft) in which the individual capitalist must subordinate

himself to a unified national policy. The question naturally

arises, whether complete centralization of economic control in

itself provides a basis* for the elimination of the contradictions

of capitalism.

Those who reply to this question in the affirmative commonly
argue that the correctness of their answer has already been

demonstrated in practice. The chief contradiction of capitalism,

according to this view, consists in economic stagnation, relatively

low levels of production, and mass unemployment. It was capi-

talism’s inability to overcome this condition which set the stage

for fascism’s rise to power. But once in power, fascism quickly

demonstrated its ability to eliminate unemployment and step

up production to maximum levels. Consequently it must be con-

cluded that fascism has succeeded in freeing itself from the basic

contradiction of capitalism. While this argume»t may have a cer-

tain surface plausibility, a closer examination clearly reveals its

fallacious character. Actually the contradiction of capitalism

consists in an inability to utilize the means of production ‘for

an ever expanding system of the life process for the befleiit of

the society or producers.’ Under certain circumstances this mani-

fests itself in stagnation and unemployment, that is to say, in

the non-utilization of a part of the means of production. Under

other circumstances, however, it manifests itself in the utilization

of the means of production for the purposes of foreign expan-

sion. Stagnation and unemployment on the one hand and mili-

tarism and war on the other arc therefore alternative, and to a

large extent mutyally exclusive, forms of expression of the con-

tradiction of capitalism. When this fact is understood the

achievement of fascism appears in its true perspective. Fascism

has given no evidence of ability to overcome stagnation and un-

employment through the use of material and human resources

for the expansion of use values for the mas^ of the people. On
the contrary, it has from the beginning devoted all the resources

at its disposal to the preparation and v\ aging of an imperialist

war of redivision. Under fascism enforced idleness gives way to

violence and bloodshed. This is not an overcoming of the con-
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tradicrions of capitalism; rather it is a revelatiqp of how deep-

seated they really are.

Let us suppose, for purposes of carrying the analysis a step

further* that a fascist nation emerges from war with its social

structure iiltact and with its territory aiid colonies vastly ex-

panded. What then would be its probable subsequent develop-

ment? Would it be able to create a planned and stable economic

order capable alike of avoiding internal depression and of

eschewing further external aggression? If it were legitimate to

assume that the objective of production would, under such cir-

cumstances, be shifted from the accumulation of capital to the

expansion of use values, then we should certainly have to answer

this question in the affirmative, for it is impossible to question

the abstract possibility of a planned economy free of the contra-

dictions of capitalism. We are, however, not dealing with an ab-

stract possibility but with a concrete form of society which can

be understood only in terms of its own history and structure.

From this standpoint there is not the slightest ground ^or antici-

pating that fascism either could or would abandon accumulation

of capital as the primary objective of economic activity. On the

contrai;y, there is every reason to assume that monopoly capital,

with the full assistance and protection of the state, would set

out at once to exploit for its own self-expansion any new terri-

tories or colonies which might be gained as the result of war.

Nevertheless, it is more than probable that fascism would re-

tain a highly centralized, s^ate-directed economy. We can there-

fore take it for granted that stagnation and mass unemployment

would under no circumstances allowed to appear. But this

does not imply the elimination of the contradictions of capitalism

any more than the suppression of a symptom implies the cure of

a disease. If, and this seems a likely case, the consumption of the

masses were held under strict control and accumulation were

allowed to proceed at an accelerating tempo, there would inter-

vene a period of boom conditions which might last for a con-

siderable period of<^imc. Eventually, however, the tendency to

underconsumption would begin to make itself felt in the appear-

ance of excess capacity not only in the consumption-goods but

also in the production-goods industries. Fascism would now have

to facf jagain the very same problem which confronted it when
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it first achieved, state power. Should means of production be

diverted to raising the living standards of the masses, or should

they be mobilized^once more for a new war of conquest? I^now-

ing what we do of fascism, and remembering that we have as-

sumed that one advefiture in foreign aggression turned out to

be a success, it is not difficult to imagine what the decision

would be.

This is not the only possible course of development. Alterna-

tively, the fascist state might find it advisable to allow living

standards to rise in the metropolis and correspondingly to check

the rate of accumulation to a certain extent. Such a policy would

undoubtedly be feasible for a time, but if it were persisted in,

it would certainly entail a falling rate of profit. Since we have

ruled out crisis and depression as a corrective of a decline in

profitability, we must assume that the ruling oligarchy would

find it necessary to initiate deliberate measures to reverse the

trend. This could be done by reducing wages, a device w^hich

never fails to appeal to capitalists but which has the unfortunate

effect of bringing to life the tendency to underconsumption.

The cure is no improvement fiver the disease. But it is more

likely that the problem would present itself in the foijn of a

lack of national ‘living space’ and hence would directly result in

a renewed drive for foreign conquest.

Even under the most favorable conditions, therefore, there is

no reason to suppose that fascism w(»uld succeed in escaping

from the economic contradictions capitalism. But to assume

these ‘most favorable conditions’ is really an unwarranted con-

cession to those w^ho believe in the stabiht) of fascism. This ex-

plains why the foregoing analysis has been carefully couched in

the conditional Tiiode. The analysis, it will be recalled, started

from the assumption that fascism emerged from a war of re-

division intact and with greatly expanded territory. As it hap-

pens, the fascist nations are even now' engaged in a gigantic war

which was precipitated by their own drive to expansion and

foreign conquest. Not only is there no assurance that they will

be victorious; there is even no assurance that they will survive

in their present form. In other words, fascism has already

demonstrated in the clearest possible way its fundamentally self-

destructive character. Under these conditions, to speculate on
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whac will happen to fascism after the present wfirld crisis is past

can easily turn into what Lenin once described^ in a similar

connection, as ‘a slurring-over and a blunting of the most pro-

found contradictions of the newest stage of capitalism, instead

of an exposure of their true depth.’ ^

6. Is Fascism Inevitable?

Every capitalist nation, in the period of imperialism, carries

within it the seeds of fascism. The question naturally arises

whether it is inevitable that these seeds should take root and

grow to maturity. Marx, in writing Capital^ drew most of hi?

material from English experience, but he was careful to warn

his native country that it could not expect to escape a similar

fate—‘rfe te fahula varratur.^ In writing of fascism today must

wc issue such a warning to the peoples of the non-fascist capi-

talist nations?
K <.

If our analysis is correct it would seem to follow th^t fascism

is not an inevitable stage of capitalist development. Fascism

arises only out of a situation ill which the structure of capi-

talism bas been severely injured and yet not overthrown. I'hc

approximate class equilibrium which ensues at once intensifies

the underlying difficulties of capitalist production and emascu-

lates the state power. Under these conditions the fascist move-

ment grows to formidable proportions, and when a new eco-

nomic crisis breaks out, asc*it is bound to do, the capitalist class

embraces fascism as the only way out of its otherwise insoluble

problems. So far as history allows ts to judge—and in questions

of this sort there is no other guide—a prolonged and ‘unsuccess-

ful’ war is the only social phenomenon sufficieiTtly catastrophic

in its effects to set in train this particular chain of events. It is,

to be sure, not inconceivable that an economic crisis could be so

profound and long-drawn-out as to have substantially the same

results. But this seems unlikely unless the structure of capitalist

rule has already beeF seriously undermined; foi a capitalist state

which retains relative freedom of action and disposes over strong

armed forces is quite capable of initiating measures, internal or

external or both, which will effectively check an economic de-

pression before it reaches dangerous proportions.
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To maintain ithe inevitability of fascism it would appear to

be necessary to demonstrate two things; (I) that every capitalist

nation must at sqme time have its social structure severely dam-

aged by war, and yet (2) that capitalist relations of production

must survive even though in a greatly weakened form. Qearly

neither of these contentions will stand examination. We need

only cite the Soviet Union and the United States to prove the

point. Russia was prostrated as the result of the last war, but

capitalist relations of production did not survive the debacle; a

new socialist society arose on the ruins of capitalism. The United

States, on the other hand, emerged from the last war stronger

than ever, and so far as one can now judge, there is no necessity

to suppose that the internal structure of capitalism will be irre-

parably damaged as a result of the present war. To be sure, if

we had to anticipate an endless succession of wars in the future,

matters would some day almost certainly turn out differently,

put whether there will be a series of further ^wars in the future

is a question not of a single nation but rather of the character

of world economy as a whole. In this respect there arc tendencies

at work today which may coftipletely change the character of

international relations and therewith the course of development

of each individual nation. In the final chapter we shall attempt

to sketch some of the most important considerations which must

be taken into account m forming an opinion about the probable

future of world capitalism.
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LOOKING FORWARD

In attempting to sketch the probable future course of world

capitalism, we must first return to a question posed at the very

end of Part iii. It was there pointed out that so far as the logic

of the reproduction process is concerned it should be possible^

for the state, by an appropriate policy of taxation and spending,

so to regulate the rates of consumption and accumulation as to

nullify the tendency tf underconsumption. Does this fact per-

haps point the way to a possible future of liberal capitalist

reform^

1. The Prospects of Liberal CAPirAijsr Rfform
t

For ojLir purposes it will not be necessary to consider the de-

tails of the various proposals for liberal capitalist reform which

have been put forward in recent years. It is sufficient to point

out that those which deserve to be taken seriously derive more

or less directly from the writings of John Maynard Keynes and

that their basic idea in every case is social control over consump-

tion and investment.* Generally speaking their logical con-

sistency cannot be challenged, eithci^'on their own ground or on

the basis of the Marxian analysis of the reproduction process.

TTie critique of Keynesian theories of liberal dl&piralist reform

starts, therefore, not from their economic logic but rather from

their faulty (usually implicit) assumptions about the relation-

ship, or perhaps one should say lack of relationship, between

•The fundamental theoretical work is Keynes, The General Theory
of Employment^ Interest and Money (1935). The literature based on
Keynes has grown to enormous proportions A good popular presentation,

which devel(ms the implications for public policy, will be found in John
Strachey, A Program for Progress (1940). Tne leading American exponent
of this school of thought is Alvin H. Hansen; see his Fidl Krcovery or

Stagnatiofi? (1938) and Fiscal Policy and Business Cycles (1941).
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economics anc^ political action. The Keynesians tear the eco-

nomic system qjut of its social context and treat it as though

it were a machine *to be sent to the repair shop there to be

overhauled by an engineer state. Following the analysis of this

Part it should be possible to deal satisfactorily witlf this question

in relatively bri^f compass.

The presupposition of liberal reform is that the state in capi-

talist society is, at least potentially, an organ of society as a

whole which can be made to function in the interests of society

as a w'hole. Now historically, as we know from the analysis

of Chapter xiii, the state in capitalist society has always been first

and foremost the guarantor of capitalist property relations. In

this capacity it has been unmistakably the instrument of capitalist

class rule; its personnel—bureaucratic, executive, and legislative

—has been drawn from strata of the population which accept the

values and objectives of capitalism unqucstioningly and as a

matter of course. Again speaking historically, control over capi-

talist accumulation has never for a moment been regarded as a

concern of the state; economic legislation has rather had the aim

of blunting class antagonisms^so that accumulation, the normal

aim of capitalist behavior, could go forw ard smoothly jnd unin-

terruptedly. All this, it may be said, presupposes relatively un-

limited opportunities for capital to expand. When this condition

no longer obtains, is it not possible that the norms of state policy

should change,^ If we could postulate that the objectives of capi-

tal would become other than its ojvn self-expansion, then cer-

tainly wc could not deny the possibility of an alteration in state

policy—even more, we shoi^d be obliged to expect such a change

without any shift in the balance of political pow'er. As a matter

of fact, however, there is no reason whatever to assume any

such transformation in the character of capital. Hence our prob-

lem can be reduced to the following more specific form: is it

possible for the state within the framework of capitalist society

to act against the interests and objectives of capital provided

such action is desirable in the interests q/ society as a whole?

Let us examine this more closely.

First it must be emphasized that wx have to do here not with

concessions which arc designed to remove obstacles to accumu-

lation but rather with a deliberate policy of restricting^accumu-
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lacion and raising consumption with a view to (lenefitting the

society of producers. It is apparent that capitalists could not be

expected to adopt such a program as their own^ at least not so

long as another way out exists—and another way out always

does exist along the path of foreign expansion. ‘Where/ as l.enin

bluntly asked, ‘except in the imagination of senpmental reform-

ists, are there any trusts capable of interesting themselves in the

conditions of the masses instead of in the conquest of colonies?’ ^

Until this question has been satisfactorily answered, we must

continue to assume that monopoly capital will, if it has the

choice, decide for imperialist expansion as against internal re-

form. Moreover wx must assume that monopoly capital and its

political representatives will actively oppose any movements de-

signed to realize a program ot liberal reform.

Who, then, arc to be the bearers of liberal reform and how
arc rhev to establish themselves in a position to put their pro-

|>osaK into practice? Clearly not the capitalists and their repre-*

scntativcs W'ho already hold the strategic positions; their political

power must, on the contrary, be ^quietly reduced to negligible

proportions. What is required apparently is a mass party dedi-

cated to*" reform w^hich caK meet the following specifications:

(a) it must keep itself strictly free of capitalist influence, nor

only for a time but permanently; (b) it must acquire powxr and

eliminate capitalists and their representatives at least from all

critical positions in the state appartus, and it must do so by non-

revolutionary means; and (c) it must establish its position so

firmly that it w'ould be overwhelmingly plain that anv resistance

by capitalists in the economic sphere would be futile. In short,

not only the semblance but also the reality of political power
must somehow' fall into the hands of the reform party and re-

main there; and capitalists must be put in a position of holding

their position in the economy only on condition of good be-

havior. It can hardly be doubted that a party occupying this

position could proceed without further ado to the complete

elimination of capitalists and the inauguration of a system of

planned production of use values. Moreover since we have as-

sumed that its interest is the general welfare rather than the

protectipn of capitalism as such, there seems to be no reason



THE PROSPECTS OF LIBERAL CAPITALIST REFORM 551

why it .would«not in fact take this final step along the path of

economic reform.

The conditions outlined in the preceding paragraph will no
doubt appear wildl]^ exaggerated to the proponents of liberal

reform. Judging from the historical record, however, we can

say with confidence that they are in no sense overdrawn. The
first two (freedoni from capitalist influence and elimination of

capitalists from all key positions in the state apparatus) are essen-

tial if the sharing of state power is to be avoided, and it clearly

must be avoided if a long-term program of reform is to be

formulated and put into practice. The third (reduction of capi-

0 talists to a position in which they hold economic power only on
sufTrance) is equally necessary as a means of avoiding friction

and an eventual showdown between the economic power of the

capitalists and the political power of the party of reform. One
u'ho has conscientiously studied the histon*^ of reform move-

^ments in capitalist countries, from English Cl^artism of a century

ago through the Social Democratic and Labor governments, the

Popular Fronts and New Deals of our own time, would find it

difficult to assert that the coftditions for long-term success are

less stringent than these. If this be granted, a rather surprising

conclusion follows, namely, that the elimination of the contra-

dictions of capitalism via the road of liberal reform is, viewed

from a political standpoint, no less a task than the gradual

achievement of socialism. In fact, we are justified in saying that

the two movements, liberal reformism and gradualist socialism,

have virtually identical political content; by comparison the

avowed difference in iiltifliate aims is a matter of distinctly

secondary importance.

If cxperienct shows the nccessarv’’ conditions for a successful

movement of reform, it also indicates no less clearly the impossi-

bility of their fulfilment. The rise to power of a political party

of the required t\’’pe is concei': ible only in an abstract world

from which the permeating social and political power of capital

has been banished. In the sober world o£i reality, capital holds

the strategic positions. Mone\, social prestige, the bureaucracy,

and the armed forces of the state, the channels of public com-

municatipn—all these are controlled by capital, and they are

being and will continue to be used to the urmoNt rg^iamtain
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the position of capital. Movements of reform arev born into and

grow up in a society dominated materially and#ideologically by
capital. If they accept that society, even if (as they imagine)

only provisionally, they must attempt to get along with it, and

in so doing they are inevitably swallowed *up by it. Ambitious

leaders are easily corrupted (from the standpoint of their

avowed aims), potential followers are frightened away by in-

timidation or propaganda, as a consequence we have what might

easily be consideitd the outstanding chaiacteristic of all move-

ments of reform, the progressive bartering of principles for re-

spectability and votes 1 he outcome is not the reform of capi-

talism, but the bankruptcy of reform This is neither an accident

nor a sign of the imrnoiahty of human nature, it is a law of

capitalist politics

The rule of c ipital would indeed be secure if it uere threat

ened by nothing more dangerous than reform, whether of a

liberal or socialist orientmon But, of course, this is not the ease.

The really deadly enemy of capitili^m is its own sel^contra-

dictory character— the real barrier ot capitalist production is

capital Itself *• In seeking a way eut of its self-imposed difficul-

ties, capital plunges the world into one crisis after another,

finally setting loose foiccs which it is no longer able to control.

The perspectne is ccitainly not a pleasant one, but in our final

section we shall attempt to show that it has a more hopeful side

for those who care to see it

2. 1 IIL OlClTNE or WORlD C\PIIAIISM
i

If one thing should be clear from our analysis of imperialism

It is that the course of capitalism in its latest phase cannot be

regarded as a problem of a closed ss stem oi of a group of dis-

crete individual countries. Lach cipitalist nation is a part of a

world system, for each—and hence also for the system as a

whole—the controlling consideration is the interaction of in-

ternal and external pressures Expressed schematically, the basic

internal contradiction of capitalist production drives to external

expansion and conflict. The laner, in turn, leads to a restruc-

tunzation of the internal field which now here, now there re-

leases thp forces of a flew world order (socialism). So far as any
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single countrjj is concerned there is, at least as yet, no ground

for assuming that the birth of socialism can be either a^gradual

or a peaceful process; up to now socialism has come into the

world as a result of^a revolutionary overturn and has established

its position only after a bloody civil war let loose t)y its enemies.

This undoubted fact may easily give rise to an over-mechani-

cal, and hence fal^e, picture of the probable future process of

capitalist decline. Again we must insist that we are dealing with

a process of world-wide scope. While the transition from capi-

talism to socialism in a single countrj^ may be, in its decisive

phase, an abrupt one, this is by no means the case on a world

scale. From a world point of view, the transition may well be

long drawm-out and gradual, and it may pass through several

phases differing markedly one from another. It is this problem

which primarily interests us in these concluding remarks.

Before the Russian revolution of 1917, Marxists generally as-

sumed, though without much explicit discussion of the prob-

lem, that the socialist revolution would occur more or less simul-

taneously in at least all of the advanced Kuropean capitalist

nations. This view continued to predominate in the stormy post-

war years, when it seemed likely that the revolution t^ould suc-

ceed in central Europe, particularly in Germany, and spread

from there to the rest of the continent. After the revolutionary'

wave had subsided, however, and the temporary stabilization of

capitalism was seen to be an accomplished fact—roughly by the

end of 1923—the problem in questi<*n came up for urgent recon-

sideration. Socialists had been able to 'maintain themselves in

power only in Russia; the |)roblem now' was w hether they could

proceed to the building of a genuine socialist society in Russia

alone, or whether they would have to wait until socialism tri-

umphed in the rest of Europe, meanw hilc holding the fort and

devoting their best energies to strengthening and assisting their

comrades abroad.

This was the setting of the famous ‘socialism in one country’

debate which received so much attention in the Russian Com-
munist Party during the year 1924. There were two schools of

thought; one, of which Trotsky was the outstanding spokesman,

held to^the traditional view that socialism could triumph only

on an international scale; the other, led by Stalin, to<jl^ the posi-
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tion that it would be possible to build up a socialist society in

one co^untry, even a country so technically backward and poor

as Russia. So far as Russian policy was concerned, the debate was
definitively settled in favor of Stalin’s view at the Fourteenth

Congress of the Communist Party of the Soviet Union, held in

the middle of 1925. The policy which later developed into the

five-year plans and the collectivization of ag;riculture was really

decided upon at this time.

From our present point of view it is important to examine

somewhat more closely the arguments put forward by Stalin

in this debate, for they are directly related to the problem under

consideration, the process of capitalist decline on a world scale.'

In 1926 Stalin reviewed the debate over socialism in one country.

The fundamental issue, he said, must be broken down into two
distinct parts:

First of all there is the question; Can socialism possibly be estab-

lished in one country alone by that country’s unaided ^rength?

This question must be answered in the affirmative. Then there is

the question: can a countr)’’ where the dictatorship of the pro-

letariat has been established, regard itself as fully safeguarded

against foreign intervention, and the consequent restoration of

the old regime, unless the revolution has been victorious in a

number of other countries? This question must be answered in

the negative.*

In brief, socialism can be bivlt up in one country, but its perma-

nence is assured only when socialism has been victorious on an

international scale. This solution of Ihe problem, it will be seen,

has the effect of setting a task for Russian socialism without

diminishing its interest in the establishment of "socialism else-

where. The probable course of the world revolution remained

a vital concern to the Bolsheviks. Hence it is not surprising that

this question constituted, so to speak, a branch of the socialism-

in-one-country problem. In a work dating from the end of

1924,* Stalin set forth his views concerning the path to world

socialism.

^Leninism, p. 153. This book is a collection of writings and speeches

by Stalin up to early 1939. The quotation is tak-'n from ‘Problems of

Leninisnrv,’ dated 25 January 1926.
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In the . first place, he held, the Russian revolution has made
necessary a revision of formerly received opinion on this subject.

The roads leading to the world revolution are not so straight-

forward as they were wont to appear in days gone by when
there had as yet been no victory of the revolution in a single

land, and when a* fully-fiedged imperialism . . . was still in the

womb of time. A new factor has come to the fore: the variations

in the rate of development of capitalist countries, under the con-
ditions that are created by a developed imperialism, conditions

which lead inevitably to wars, to a general weakening of the

capitalist front, and to the possibility of achieving the victory of

socialism in individual countries.^
#

The old idea ‘that the revolution would develop by way of the

regular “maturing” of the elements of socialism, and that the

more developed, “more advanced” countries vyould take the

lead’ has to be abandoned.” Instead the profound antagonisms

among the capitalist powers, between the capitalist powers and

their colonies, and finally between the imperialist world and the

Soviet Union open up a new {prospect:

What is most likely to happen is that the world revolution will

develop in such a way that a certain number of additional coun-

tries will cut themselves adrift from the comity of imperialist

states, and that the proletariat of these countries will be sup-

ported in this revolutionary act by the proletariat of the impe-

rialistic states . . . Further, the very^ development of the world

revolution, the very process of separating a number of additional

countries from the imperialiy st?<-es, will be all the quicker and

more thoroughgoing in proportion as socialism shall have struck

roots in the first victorious country, in proportion as that coun-

try shall have transformed itself into the base whence the de-

velopment of the world revolution can proceed, in proportion as

that country shall have become the crowbar getting a solid pry

and setting the whole structure of imperialism rocking.*

What is the probable subsequent course of this development?

In Stalin’s opinion.

It is more than likely that, in the course of the development of

the world^revolution, there will come into existence—side by side

with the foci of imperialism in the various capitalist hvds and

24
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with ihc system of these lands throughout tl>e world—foci of

sociajism in various soviet countries, and a system of these foci

throughout the world. As the outcome of. this developvieiit

there 'will ensue a struggle het'ween the rival systems^ and its

history 'wilt be the history of the 'world rivolutionJ

And, finally, the Russian revolution is evaluated in the following

terms:

The worldwide significance of the October revolution lies not

only in the fact that it was the first step taken by any counriy

whatsoever to shatter imperialism that it brought into being the

first little island of socialism in the ocean of imperialism, but

likewise in the fact that the October revolution is the first stage

in the world revolution and has set up a powerful base whence
the world revolution can continue to develop.'*

This analysis goes considerably beyond previous Marxian

thought on the larger aspects of the transition from capitalism

to socialism. In place of the untenable assumption of a single

international revolution, we have here the pictiue of a series of

revolutions in separate countnqi building up step by step to a

world-wide socialist s\ stem capable of meeting world capitalism

on at least equal terms, 'fhe process culminates in a final struggle

between the rival systems from which socialism at length

emerges in sole possession of the field.

The question may be raised whether this theory is not some-

what overschematic. So as the broad outlines are concerned

it is not in'^onsistent with the conclusions reached in Chapter

XVII abo\e, namely that socialismo grows up side-by-side w^ith

imperialism and gradually extends its scope at the expense of

imperialism. But does this necessarily imply an eventual clear-cut

and decisive conflict between the two systems^ Such a possi-

bility cannot be denied, yet there are reasons for thinking that

it is far from inevitable. Let us examine a possible alternative

course of development.

It is necessary tg) point out first of all that it would never

have been possible for the Soviet Union to survive and become

the nucleus of a world socialist system had it not been for the

antagonisms of imperialism. These antagonisms are, as we already

know,f pf three kinds, internal class conflicts, inter-capitalist
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rivalries, and antagonisms between advanced nations and back*

ward or colonial countries. All three played an important role

in permitting the Soviet Union to maintain its independence and
build up its strength. Without going into the matter in detail,

we may note the following well-known circumstances in support

of this contention. The opposition of the European working
class was perhaps of^ decisive importance in bringing about the

failure of foreign intervention in the immediate post-war^^riod.

The resistance of China to Japanese penetration has for more
than ten years been an important factor in keeping Japan from
an attack on Soviet Siberia. Finally, and most important for the

present situation, Anglo-German (to a lesser extent Franco-

German) rivalry made it possible for the Soviet Union to avoid

a united onslaught by the capitalist powers from the west. In

short, by exploiting the fissures in the structure of world im-

perialism, the Soviet Union has managed to keep afive as a center

of socialism in spite of unquestioned economic^and military infe-

riority. Nor, of course, that the Soviet Union has escaped re-

newed intervention, but when this intervention came it was not

the joint enterprise of a united eapitalist world bent upon exter-

minating socialism; it was rather a desperate gamble by one im-

perialist power which realized that to succeed at all it must

eliminate the potential threat of the Soviet Union from its rear.

This means that even m a period during which socialism has

been relatively weak, a mere ‘island in the ocean of imperialism,’

the capitalist powers have not been able to pull themselves to-

gether sufficicntlv to submerge »t. The question now arises

whether, when the socialist* nucleus has grown in size anc

strength, the capitalist powers will then be able to compose theii

differences, intertial and external, for a final showdown betweet

the two world systems. This is a crucial question.

It may be said, and certainly not without justification, tha

hitherto the weakness of socialisii. *ns been a source of protec

tion. So long as socialism is only an island in an ocean of imperi

alism, it does not exercise a decisive influeiv^e on the structur

of imperialism. The antagonism between socialism and imper*

alism as a whole is still overshadowed by the intra-imperiali^

antagonisms; there thir. arises the opportunity for socialism t

exploit the^ antagonisms to its own advantage without j^oparc
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izing its existence. So much is clear. Moreover, tjhere seems to be

little ^doubt that as socialism grows in extent and power it will

exercise an ever stronger influence on the structure of imperi-

alism. But here a difference of opinion becomes possible. Will

the growth of socialism have on balance a consolidating' or a

disintegrating effect on imperialism? If the former, then Stalin’s

prognosis would sccni to be justified. Int^a-imperialist antago-

nisms would decline in importance, and the conflict bemeen
socialism and imperialism would come increasingly to the fore,

leading eventually to a showdown for world supremacy. If, on

the other hand, the growth of socialism should have a disinte-

grating effect on imperialism, matters would work out quit^

differently. In this case the obstacles to the expansion of socialism

would be undermined by the very process of expansion; imperi-

alism in retreat might here and there fight rearguard actions, but

it would never be able to consolidate its dwindling forces for a

final and decisive battle.
,,

It is difficult to say which of these alternative developments

is the more likely, chiefly because there are tendencies working

in both directions at the same titne On the one hand, the rival-

ries among the imperialist^powers will in all probability be miti-

gated by any further growth of socialism; but on the other hand

internal class conflicts and the antagonisms between the advanced

countries and the colonial countries will be intensified. The
existence of these contradictory trends v^ithin the structure of

imperialism is not a matteirof conjecture, both wxre clearly dis-

cernible in the period preceding the outbreak of the present war.

Appeasement, which was the policf^ of pow’erful elements in the

ruling classes of all capitalist nations, represented fundamentally

an attempt to put aside intra-imperialist conflict^, at least for the

time being, m favor of a joint campaign against the Soviet

Union. It can hardly be doubted that a further growth of social-

ism during or after the war will add to and strengthen the

adherents of this policy, though naturally the form w'hich it

takes in the future will not be identical with the pre-war form.

This is one side of the picture. On the other side there is strong

evidence that the existence of the Soviet Union, and its con-

sistently anti-imperialist policy, exercised a strong disintegrating

effect f>n the cohesiveness of the total structure of imperialism,
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a fact which can be seen most clearly in the rapid growth of the

nationalist and socialist movements in China and India, countries

which it is no exaggeration to say constitute the pivot of modem
colonial exploitation. Here again it can hardly be denied that this

trend .will also be intensified by any further growth of socialism.

Particularly would this be the case if one of the advanced

western European countries were to go socialist, for this would
have an enormous effect on the working classes in all the other

western countries.

While it is certainly impossible to speak with assurance about

the outcome of a process in which so many variables are at work,

lyrverrheless it appears not unlikely that the disintegrating effects

on imperialism of a further growth of socialism will outweigh

the consolidating effects. If so, the present World War may also

be the last. It may turn out that imperialism has suffered a

mortal W'ound from which it will never recover to" set the world

ablaze again. In order to convince ourselves that this is not an

altogether lantastic perspective, it may be wefl to conclude by
tracing out a possible—one could hardly say probable—course of

dc\elopmcnt which would subsi^ntiatc our theory.

We start with the assumption of a military defeat of Qerman
fascism. This happy event, it may be postulated, would be fol-

lowed by the collapse of capitalist rule and the victory of

socialism over substantiaPy the entire European continent, not

merely in Germany and the occupied countries, but also in

France, Italy, and Spain. Anglo-Amejtcan attempts at intcrs’cn-

tion are not excluded, but it seems hardly likely that they would

meet with success; the opposition of the British working class

would probably be the decisive factor here. Socialism would

now have an in1]>regnable base extending from the Atlantic to

the Pacific and including the most advancf'd centers of industry

outside the United States. A firm alliance w^ith the colonial and

scmi-colonial countries of Asia w'l# mJ follow% and the expulsion

of imperialist influence, both Japanese and western, from the

Asiatic mainland w’^ould be only a matter of time. Japanese capi-

talism, which is to a peculiar degree dependent upon foreign

expansion, could hardly survive such a blow. The evolution

of the entire Far East, including India, China, and Japan, in a

socialist direction would now be assured, though it ccyiijd not
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be expected that the process would be free of severe internal

conflicts.

Meanwhile, what about Great Britain, the. non-Asiatic parts

of the British Empire, and the United States^ It is not impossible

that Great ^Britain herself would go socialist along with the rest

of x^cstern Europe, of which she is in a \erv real sense a part.

If this were to happen, our subsequent analvsis would hold a

fortton^ but let us assume that capitalism succeeds in maintaining

Its hold in Britain. Even so, the effects of the war and the loss

of a large part of the empire would so weaken Britain’s position

that she would no longer be capable of pursuing an independent

course in world affairs, Britain, the dominions, and any remain-

ing colonial areas would of necessity come under the protection

and even domination of the United States It seems quite clear

that a victory of socialism in the United States as an immediate

result of the war is out of the question, capitalism is still very

firmly entrenched in the United States, and the forces of social-

ism are as yet of negligible importance, I he United Stgtes would

therefore become the centci of a much shrunken imperialist

system which, according to our assumptions, would include

Bntaii), the dominions, ar.d probabl\ Latin American and parts

of Africa.

The question now arises whether the world socialist system

based on Europe and Russia and the world imperialist s\sum
based on North America would inevitablv clash in a struggle

for supicrnacy That suck a clash would be possible cannot be

denied, that it would be inevitable, however, cannot be asserted.

There is an alternative possibility’^ w hich, by comparison, may
even be said to have the character of a probability. It must be

remembered that socialism is founded upon a* non-antagonistic

and non-exploitative economy. It follows from this that the

socialist system would be able at once to turn its energies to

raising living standards within its borders through the planned

production of use values. Even under such conditions, and with

the assistance of the most advanced techniques, however, the

well-nigh bottomless pit of unsatisfied needs which will exist at

the end of the war in the European and Asiatic countries would
require many years to fill During this period the socialist sys-

tem xyould have no incentive to turn its attention outward—
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whatever the case might be at a later stage of development. Con-
sequently it may |?e safely assumed that the initiative in starting

a new war would hai^e to come from the imperialist side? Cer-

tainly, however, before this could occur a period of recupera-

tion* and reorganizatidn would have to intervene, 'and it may
even be doubted whether the imperialist sector would ever be

able to recover completely from the disruption of the war, the

defection of colonial areas, and the loss of foreign assets. The
contradictions of capitalist production would soon make them-

selves felt again in a peace economy. In shoir, the process of

stabilization would be long drawn-out and difficult at best. In

the meantime what would be the effect on the social structure

of imperialism of the victory of socialism in so large a part of

the world and the steady rise of living standards in the areas

affected? Is it not clear that the working classes in the advanced

industrial areas and the masses in the backward' countries still

enmeshed in the imperialist system would be powerfully at-

tracted to the new' socialist system? Would nrft the ruling impe-

rialist oligarchy find it increasingly difficult, and in time even

impossible, to organize a crusade against the new and vastly

expanded socialist system? The answer seems to be obvious.

We must conclude that, because of the differences in their

underlying economics, the socialist sector of the w^orld would

cjuicklv stabilize itself and push forward to higher standards of

living while the imperialist sector would flounder in the diffi-

culties with which we are already sufficiently familiar. Never-

theless, it must be granted that his does not finally settle the

matter, for it is inconceivable that the two systems should con-

tinue to exist side by side indefinitely. It seems not unlikely

that the gravitsrtional pull, so to speak, of the fundamentally

stronger and more stable socialist system would exercise a pro-

gressively disintegrating effect on the structure of the imperialist

system, first paralysing its capacity aggression and then chip-

ping out bit by bit the cement which holds it together as a

cohesive social structure. Under these circymstances, paradoxi-

cally enough, a peaceful transition to socialism would for the

first time become a genuine possibility. If—and it seems by no

means unthinkable—dcinocratic forms in the Anglo-American

countiies were to survive even so great an upheaval as^^c have
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pictured, it would now be possible to fill them^ with a socialist

content. Once socialism has had an opportunity to demonstrate

its supcriorit)*^ on a large scale and under reasonably favorable

conditions, the cfFccr not only on the working class but also on

the great majority of the middle classes still living under capi-

talist conditions can be counted upon to be unpreccdently

powerful. The adherents of socialism uill multiply by leaps and

bounds; the small oligarchy whose social existence is bound up
with the old order will be weakened, deprived of its interna-

tional support and eventually rendered impotent. In the later

stages of the world revolution, democracy may at long last be

able to fulfil the promises which have so far remained iinhonored,

amid the frustrations of a self-contradictory economic system.

The foregoing analysis has been developed in opposition to

Stalin’s theory of an eventual showdown between the rival so-

cialist and imperialist systems. This does not mean that the two

views are mutually contradictory; they are merely indicatiorjs

of alternative possible courses of development. In this connection

it is interesting to note that Stalin himself recognized the possi-

bility of a pattern such as we ha*Ue outlined. In the Vowidatiom

of Lenyjism Stalin explains why the transition to socialism can-

not be expected to be peaceful, and then adds the following

comment:

No doubt in the distant future, if the proletariat has triumphed

in the chief countries that are now capitalist, and if the present

capitalist encirclement has ^iven place to a socialist encirclement,

it will be possible for a ‘peaceful’ transition to be effected in

certain capitalist countries where the capitalists, in view of the

‘unfavorable* international situation, will deem it advisable ‘of

their own accord’ to make extensive concessioAs to the prole-

tariat. But this is to look far ahead, and to contemplate extremely

hypothetical possibilities. As concerns the near future, there is

no warrant for any such expectations.®

Undoubtedly this skepticism w^as justified in 1924, and it may
prove to be today rs w'cll. But if we are justified in assuming

a military defeat of fascism in the present w'ar, the relatively

near future w'ill bring a sharp change in perspectives. Yester-

day’s ‘extremely hypothetical possibilities* may be pn tomor-

row’s order of business.
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In the. meantime—and unless conditions change much more

rapidly than seetps likely between the time when this chapter

is written and th^ tithe when it is published-the great majority

of readers will no doubt feel that our analysis is far-fetched and

unreal, to use no stronger terms. Underlying trSnds do not

always show on the surface. But the issue need not be debated

here, we gladly leave it to the future to decide.
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REPRODUCl ION SCHEMES

BY

Shigefo Tsuru

,This appendix consists of a few explanatory notes on the repro-

duction scheme of Marx. In the first two parts, a diagrammatic

presentation of the scheme is given in comparison with Ques-

nay’s tableau economique. And in the last part, aggregative cate-

gories which are the elements of Marx’s reproduction scheme

jre compared with the set of aggregates mpst wddelv used in

modern economics, namely, the one associated w^ith the eco-

nomics of John M. Keynes.

1. Qulsnay's Tableau

The society Quesnay visualized consists c»f three classes: (1)

the ‘productive’ class farmers w'hose labor alone yields a sur-

plus, (2) the class which appropriates this surplus, including the

landlords, the Church, and the stat?, and (3) the ‘sterile’ class

of manufacturers. His tableau %vas intended to portray, under

simplifying assumptions, how the total annual product of such

a society circulates between these three classes and enables an-

nual reproduction to take place. For this purpose it is imagined

figuratively that exchanges take place in a lump sum at the end

of a year, enabling the complete disposition of the goods pro-

duced during that year and at the same time placing all the

factors of production in readiness where they are wanted as

the new year begins. Quesnay’s simple presentation of the circu-

lation process of such a society by the use of lines has not always

been readily understood. At least it led Eugen Diihring to sus-

pect QueSnay of some mathematical fantasy. As an alternative
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method of presentation, we propose here a diagram for the

tableau econatmqtte.

Dia|ram 1 depicts the situation before the exchange. The pro-

ductive class hold five billion dollars" worth of their own gross

product, thil:e of food and two of raw ihaterials, and in addi-

tion, two billion dollars in money which is used solely as a

medium of exchange and is assumed to be held by them only

for expositional reasons. The landlords hold* nothing, but have a

claim on the productive class for rent to the amount of two

billion ’lars~thc amount equal to the net product arising in

agncultiue. The sterile class hold two billion dollars’ worth of

manufactured products.

To begin with, the productive class pays rent in money (two

billion dollars) to the landlords—the action which is indicated in

the diagram by the tw'o arrows emanating from the solid thick

line and pointing to the landlords’ section. Other arrows indicate

the direction in which this money flows as it effects the circula-

tion of goods produced. The landlords buy with oryf: billion

dollars food for their consumption, thereby returning one half

of the money advanced by the jFroductive class to its point of

origin. With another half of the rent revenue, the landlords pur-

chase manufactured goods from the sterile class, who in turn use

Disv.k\m 1
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Diagram 2

this money to buy food from the productive class. Thereupon

the latter class purchase with* that money the manufactured

goods from the sterile class who in turn buy the farm j^roduct

(to be used as raw materials in the next period) from the pro-

ductive class, thereby returning another one billion dollars of

money to its point of ( rigin. In addition, the productive class

‘buy’ from themselves one billion dollars of their own product

as food and another one billion dolkrs’ worth as raw materials

for the next period. These consi-itute internal exchange within

the class, and are, therefore,® placed on the second deck in the

diagram.

Diagram 2 depicts the situation after all sales and purchases

are ended. Each of the three classes is in possesAion of the goods

needed to embark upon a new period of production, and the

money, which served its function as a medium of exchange, has

returned to its point of origin.

2. Marx’s Reproduction Scheme

Marx tl^ought highly of Quesnay’s tableau economique and

was indebted to it for developing his own reproductioa scheme.
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Diagram 3

His first attempt along this line was also a diagram of simple

reproduction making use of lines in the manner of Quesnay.*

This diagram, complicated as it was with fourteen ascending and

seven descending lines, was not finally used in exposition and

gave way to the now familiar forip of equational tableau. How-
ever, it may facilitate the understanding of the latter if we resort

to the diagrammatic technique which wc use^l for Quesnay’s

tableau above. Both similarities and dissimilarities between the

two tableaus will thereby be graphically brought out.

Since the elements and principles of Marx’s reproduction

scheme are fully discussed in the text, it is sufficient here to state

that we shall illustrate the case of extended reproduction which

may be formulated equationally as follows: t

• See Marx’s letter to Engels as of 6 July 1863.

t See above, p. 163. Here we have consolidated Sct + S£iCx into Scx inas-

much as wc are not interested in the comparison with the c*se of simple

reprodu fnon.
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Capitalists H
Diagram 4

C?i Sc I -f- Sucj -}- SctVi =

C*2 4“ ^^2 "f" Sc2 4“ S£ic2 4“ Suv^ = ^^2

Diagrams 3 and 4 portray tin circulation of commodities in

this scheme. In contrast to Quesnay’s tabkau^ three comers are

now occupied by the holders of three basic commodities: con-

sumers’ goods, •producers’ goods, and labor power. Technical

devices for simplification arc similar to those in Quesnay’s case.

The solid thick line again indicates the point at which money
is advanced and the arrows show »^e direction in which money
flows. The points of origin of money, however, are somewhat

arbitrary; several diflFerent patterns may bg drawm with essen-

tially the same result for our purpose. The three aggregates,

Cl, Saci^ and 5^2, constitute demand for goods produced within

their respective bran hes and are exchanged internally. There-

fore, they are placed on the second deck. The exchange ^process
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of the other elements is clearly shown in Diag;ram 3. Capitalists

in the first branch, or the producers’ goods branch, advance
money to workers who purchase with it consumers’ goods from
capitalists in the second branch, or the consumers’ goods branch.

The latter in turn purchase producers’ goods in partial fulfilment

of their demand for such goods, returning thereby the money
originally advanced by capitalists in the fii;st branch to its point

of origin. Similarly for other exchanges. When all the trans-

actions are completed, no commodity remains unsold, all the

factors of production are again placed in readiness for the new
period, and all the money is back at the point of origin. (See

Diagram 4.) Reproduction on an enlarged scale is indicated by
the addition of shaded areas in Diagram 4—the addition to that

which was the amount for each aggregate at the end of the

preceding period.

If w’e now revert to the equations of extended reproduction

cited above, we may observe that they are a synthetic product

of two logically distinct phases of social circulation. On the one

hand, each equation may be interpreted as revealing the cost

structure, or the proportion in vhich factor payments are made.

Thus fuch relations as that between constant capital and variable

capital and that between surplus value and variable capital may
be explicitly embodied in the equation. On the other hand, the

equation may be interpreted as revealing the demand structure,

or the character and the magnitude of demand arising out of

different factor payments. Thus the factor payment Si, or the

surplus value m the first branch, for example, is shown to gener-

ate three kinds of demand, Scx airiount of consumers’ goods de-

manded by capitalists, Sacx amount of producers’ goods de-

manded also by the same capitalists, and Savx amount of con-

sumers’ goods demanded by workers.

It may further be observed that the bridge between the two

phases is not characterized by a uniform number of meta-

morphoses for all the aggregates. C2, e.g., exists in the first in-

stance as an aliquot, part of consumers' goods, is sold for money,

and then exchanged against C2 amount of producers’ goods. Ka

too exists in the first instance as an aliquot part of consumers’

goods and is then sold for money; but its next metamorphosis

is aga^st the commodity called labor power, which in turn

,
generates demand for cons^imers’ goods (assuming that workers
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do not save). Further, Sav^ may be interpreted to involve one
additional metaniorphosis, if we treat the payment of surplus

value as factor payment. Such dilTerence in the number of meta-
morphoses needed to bridge the two phases is accounted for by
the implicit manner in which the commodity labar power is

treated. Diagram 3, by making the position of the commodity
labor power explicit, enables us to trace clearly the process of

circulation implied i?i the synthetic shorthand of the equations

of the reproduction scheme.

3. Comparability with the Keynesian Aggregates

The foregoing analysis paves the way to a discussion of the

comparability between the elements of Marx’s reproduction

scheme and the Keynesian aggregates. One aspect of such a

problem, for example, may be phrased as follows: what corre-

sponds in the Marxian scheme to that which is called net na-

tional income by Keynes? If some of us are tempted to reply in

unguarded haste that it is variable capital plus surplus value, it

only goes to show how easily^ we tend to forget the implicit

assumptions which shroud each analytical scheme of interpreta-

tion. •

Although a type of society implied in Marx’s extended repro-

duction scheme is drastically simple, and a type of society to

which the Keynesian aggregates are applied can be of any de-

gree of complexity, the essentials may be brought out by taking

as our point of departure the reproduction scheme as it is found

in Marx. The latter implies,^or one thing, that no fixed capital

exists; and, for another, that what is not consumed is immediately

invested; and t];iirdly, that capitalists in the first branch do not

invesc in the second branch and vice versa. Then, again, we have:

Cl -f”
“1“ 5^1 -f- Sac% '*f” SofVi =

C2 “H F'a ”4" Scis Sacz ”1“ Sav2 — 2

Adding the two equations, we obtain: (Ci + C2 = C and so on)

C + V + iiC + Sac + Sav = W
This total, Wy corresponds to what Keynes designates by Ay* or

•J. M. Keynes, The Qeneral Theory of Employment^ Intfrest and
Money, 1936, Ch. 6.

25
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the gross proceeds of sales both to consumers and between

entrepreneurs. Transactions between entrepreneurs, or Ai of

Keynes, may be written as the sum of C and Sac. Since he de-

fines consumption as the difference between A and Ai, we ob-

tain:

Consumption = W'' — (C -)- Sac) = V + Sc + Sav

Now, as to investment. It ma)- be recalleil that Keynes defines

investment as the difference between G', or the net value con-

servable from what was on hand at the beginning of the period,

and G, or the value of the means of production on hand at the

end of the period. In terms of the elements of the reproduction

scheme, it is clear that G' consists of C amount of producers

goods and V amount of labor power,* while G consists of C and

V plus Sac and Sav. Thus we obtain for investment:

Investment = G — G'=(C-|-F-f- Sac -f S'av) — (C •+•

= SuC -
1
- S/rv

It may strike one as peculiar that labor power is to be counted

as a part of the means of production on hand. In the strict logic

of capitalism, however, such treatment is perfectly consistent.

Additional labor power is just as much a part of the net national

product as would be, for example, a new robot-machine. True,

Keynes never treats the commodity labor power as belonging to

the category of investment goods. But from his standpoint, labor

power may be regarded as the limiting case of goods-in-process,

for the minute labor power is bought by an entrepreneur, the

latter can be said to be in possession of an asset in the sense of

renderable service.

Now, equivalent expressions for such other terms as user cost,

saving, and national income can be derived trom the above. In

the definitions of Keynes, user cost, £7, is equal to Ai plus G'
minus G (ignoring again B'), or:

£7 = (C -H Sue) + (C -I- T) - (C -f- K -I- Sac + Sav)

= C — Sav

* We ignore Keynes’ B' as insignificant in this case. B' is the sum which
the entrepreneur would have spent on the mamtenance and improvement
of his capital equipment if he had decided not to use it to produce output.
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As for saving! Keynes equates it to entrepreneurial transactions

Ml) minus user eost^ (U), or:

Saving =’ (C + Sac) - (C - Sav) = Sac + Sav

which is found to be naturally equal to investment. And finally,

Keynes defines*his national income as equal to the difference be*

tween the gross proceeds of sales (A) and user cost (17), or:

National income = W ~ (C - Sav)

= F + Sc 4- Sac + Sav + Sav

It is to be noted that Sav appears twice in the national income.

In other words, it appears that Sav is registered twice as inrame

and exchanged only once against goods. Such appearance is de-

ceptive, however. Actually, Sav stands for three metamorphoses

as follows: *

(1) C—M . . . Produced goods (C) .to the amount of

Sav are sold against money and capi-

talists realize their surplus value.

(2) a. Af—O' . . . Capitalists buy the commodity labor

power (C).

b. C'—M . . . Or, from workers’ point of view, they

sell their labor power against money.

(3) \f—C" . . . Workers buy consumers’ goods (C").

In this series of exchanges, the money receipt appears twice

as income, i.e. in (1) and (2)b, and each time is subsequently ex-

changed against commodity^ i.e. O' and C". Since the process

(2) is not made explicit in the reproduction scheme, the same

symbol Sav is made to stand for both phases, i.e. (1) to (2) and

(2) to (3). It has already been observed in the previous section

that if our abstract representation of the actual circulation net-

work is limited to a part of the realm of commodities, any ex-

change against a commodity which is left out will not be regis-

tered and will be indicated only by magnitude in the meta-

morphosis involving a commodity explicit in our scheme.

The foregoing discussion on the translation of the Keynesian

* Here the symbol C is used in the sense of a commodity and not in

the sense of constant capital.
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into the Marxian aggregates is not complete. A number of minor

points are omitted entirely, such for example ns the problem of

inter-Rbusehold transactions (or service inoustries), the problem

of what Keanes calls the ‘supplementary cost,’ and so on. Such

an exercise in conceptual translation, however, is in itself of* little

positive significance, and we need not cany through the task to

the final detail.
^

'

A translation such as we have attempted should rather be

looked upon as a way of enabling us to understand significant

differences between the two systems of interpretation, in terms

which are commensurate with both.
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THE IDEOLOGY OF IMPERIALISM •

[The ideology of finance capital] is entirely opposed to that of

liberalism; finance capital wants not freedom but dominance; it

has no taste for the independence of the individual capitalist but

^ther demands his regimentation; it abhors the anarchy of com-
petition and desires organization, to be sure only to be able to

resume competition on a higher level. In order to achieve this

and at the same time to maintain and augment its power, it needs

the state to guarantee the home market through protection and

tl^ereby to facilitate the conquest of foreign markets. It requires

a politically powerful state which need take no account of the

opposed interests of other states in formulating its commercial

policy. It needs a strong state which recognizes finance capital’s

interests abroad and uses political power to extort favorable

treaties from smaller states, a state which can exert its inSuence

all over the world in order to be able to turn the entire world

into a sphere for investment. Finance capital, finally, needs a

state which is strong enough to carry out a policy of expansion

and to gather in new colonies. Wheie liberalism was an oppo-

nent of state power politics and wished to insure its own domi-

nance against the older powCr of aristocracy and bureaucracy,

to which end it confined the state’s instruments of power within

the smallest possible compass, there finance capital demands

power politics without limit; and it would do so even if the out-

lays for army and navy did not directly assure to the most

powerful capitalist groups an important market with enormous

monopolistic profits.

The demand for a policy of expansion revqlutionizes the entire

Weltanschauung of the bourgeoisie. The bourgeoisie ceases to

be peaceful and humanitarian. The old freetraders believed in

• Translate from Rudolf Hilferdtng, Das Fmamkapital^ 1910, pp. 426-9.

The tide is added.
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free trade not only as the best economic policy, but also as the

beginning of an era of peace. Finance capital has long since

abandoned any such notions. It does not believe in the harmony
of capitalist interests, but knows that the competitive struggle

approaches'ever closer to a political battle for power. The ideal

of peace dies out; in place of the ideal of humanity steps that

of the might and power of the state. The diodern state, how-
ever, had its origin in the strivings of nations toward unity. The
national aspiration, which found its natural limit in the formation

of the nation as the foundation of the state—because it recog-

nized the right of every nation to its own state form and there-

fore saw the borders of the state in the natural borders of thp

nation—is now transformed into the aspiration of one nation for

dominance over others. As an ideal there now appears the con-

quest of world mastery for one’s own nation, a striving as un-

limited as capital’s striving for profit from which it springs.

Capital becomes the conqueror of the world, and with cve^
new land conqiieircd sets a new border which mii*^ be over-

stepped. This striving becomes an economic necessity, since any

holding back lowers the profit of finance capital, reduces its

ability to comjxitc and finally can make of a smaller economic

region a mere tributary of a larger one. Economically grounded,

it is ideologically justified by that remarkable twisting of the

national idea, which no longer recognizes the right of every

nation to political self-determination and independence, and

which is no longer an expression ^)f the democratic belief in the

equality of all nationalities. Rather the economic advantage of

monopoly is mirrored in the faVored place which must be

ascribed to one’s own nation. The latter appears as chosen above

all others. Since the subordination of foreign nations proceeds

by force, that is to say in a very natural way, it appears to the

dominant nation that it owes its mastery to its special natural

qualities, in other words to its racial characteristics. Thus in

racial ideology there emerges a scientifically-cloaked foundation

for the power lust of finance capital, which in this way demon-

strates the cause and necessity of its operations. In place of the

democratic ideal of equality steps an oligarchical ideal of

mastery.

If in the field of foreign policy this ideal seems to include the
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whole nation, in internal affairs it stresses the standpoint of

mastery as againsf nhe working class. At the same time, the grow-
ing power of the .workers increases the effort of capital <b en-

hance the state power as security against the demands of the

proletariat.

In this way the ideology of imperialism arises on the grave

of the old liberal* ideals. It scoffs at the naivete of liberalism.

What an illusion, in a world of capitalistic struggle where the

superiority of arms alone decides, to believe in a harmony of

interests! What an illusion to look forward to the reign of

eternal peace and to preach international law where only force

decides the fate of peoples! What idiocy to want to extend the

legal relations existing within a state beyond its borders! What
irresponsible business disturbances are created by this humani-

tarian nonsense which makes a problem out of the workers; dis-

covers social reform at home; and, in the colonies, wants to

a]>olish contract slavery, the only possibility of rational exploita-

tion! Eternal justice is a lovely dream, but one never even built

a railroad out of moralizing. How can we conquer the world if

we want to wait for competition to get religion [mf die

Bekehnmg der Konkurrenz marten swollen]?

In place of the faded ideals of the bourgeoisie, however, impe-

rialism injects this dissolution of all illusions only to awaken a

new and greater illusion. Imperialism is sober m weighing the

real conflict of capitalist interest groups which both quarrel and

unite among themselves. But it becomes transported and intoxi-

cated when it reveals its own ideal. The imperialist wants nothing

for himself; he is also, however, no illusionist and dreamer who
dissolves the hopeless confusion of races in all stages of civiliza-

tion and with ^1 sorts of possibilities for development into the

bloodless concept of mankind. With hard, clear eyes he looks

at the crowd of peoples and perceives above them all his own
nation. It is real; it lives in the mighty state, always becoming

greater and more powerful; and its glorification justifies all his

strivings. The renunciation of individual in^rest in favor of the

higher general interest, which constitutes the condition of every

vital social ideology, is thereby achieved; the state, which is

extraneous to the people, and the nation are thereby bound to-

gether; and the national idea is made the driving force policy.
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